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Status  of  Pensions  ^^°  ^^^ 

in  Ontario 


To  The  Lieutenant-Governor 
Of  the  Province  of  Ontario 

May  it  please  Your  Honour: 

By  Order-in-Council,  O.C.  1098/77  dated  the  20th  day  of  April  A.D. 
1977,  the  Royal  Commission  on  the  Status  of  Pensions  in  Ontario  was 
charged 

1.  To  study  the  impact  on  the  econony  of  different  systems 
of  financing  retirement  pension  plans  and  arrangements 
including  Ontario's  financing  and  investment  role  in  the 
Canada  Pension  Plan. 

2.  To  examine  the  terms  and  conditions  of  existing  retire- 
ment pension  plans  and  arrangements,  to  evaluate  their 
effectiveness  in  terms  of  present  social  and  economic 
circumstances,  and  to  study  the  interrelationships  among 
the  private  sector  plans,  the  Canada  Pension  Plan  and 
public  employee  pension  plans. 

3.  To  make  such  recommendations  in  relation  to  the  above  as 
the  Commission  deems  appropriate. 

The  Commission  has  completed  its  work  and  presents  its  report  for 
consideration  as  follows: 

Design  for  Retirement 

Volumes  I,  II,  and  III 

A  study  of  retirement  income  from 

government  and  private  sources 

Your  Income  in  Retirement 

Volume  IV 

A  consumer's  guide 
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Qitario  and  the  Canada  Pension  Plan 

Volume  V 
Pensions  for  Ontario  Public  Sector  Enployees 

Volumes  VI  and  VII 
Background  Studies  and  Papers 

Volumes  VIII  and  IX 
Summary  Report:  A  Plan  for  the  Future 


Respectfully  sufc«nitted, 


^Zll\Jl(jL^J{'iA^\^J.A.A.J^ 


Alfred  H.  Cordell 


/ 


Dcifiald  G.M.   Goxe 


Donna  J.  Haley,  Q.C. 
Chairman 


Charles  McDonald 


Walter  G.  Upshall 


Commi  ss loners 


October,  1980 


Foreword 


The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario  was 
established  on  April  20,  1977  by  the  Ontario  Government  under  the  Public 
Inquiries  Act.  The  Commission  was  required  by  its  terms  of  reference: 

1.  To  study  the  impact  on  the  economy  of  different  systems  of 
financing  retirement  pension  plans  and  arrangements  including 
Ontario's  financing  and  investrnent  role  in  the  Canada  Pension 
Plan. 

2.  To  examine  the  terms  and  conditions  of  existing  retirement 
pension  plans  and  arrangements,  to  evaluate  their  effectiveness 
in  terms  of  present  social  and  econonic  circumstances,  and  to 
study  the  interrelationships  among  the  private  sector  plans, 
the  Canada  Pension  Plan,  and  public  employee  pension  plans. 

3.  To  make  such  recommendations  in  relation  to  the  above  as  the 
Commission  deems  appropriate. 

Five  members  were  appointed  to  the  Commission.  Their  diversity 
of  background  and  experience  reflects  the  many-sided  nature  of  this 
inquiry.  The  Chairman,  DDnna  J.  Haley,  Q.C.,  practises  law  in  Toronto 
and,  since  1974,  has  been  Chairman  of  the  Pension  Conmission  of  Ontario. 
She  also  served  as  a  member  of  the  Task  Force  on  Employee  Benefits, 
which  in  1974  advised  the  Ontario  Ministry  of  Labour  on  amendments  to 
the  Employment  Standards  Act. 

Alfred  H.  Cordell,  of  London,  a  chartered  accountant,  is  Vice- 
President  in  charge  of  Public  Affairs  and  Marketing  Services  for  3M 
Canada  Inc.  He  was  previously  chief  financial  officer  of  the  company 
and  was  involved  in  the  work  of  the  Financial  Executives  Institute  on 
Pensions.  Donald  G.M.  Coxe,  of  Guelph,  is  a  lawyer  and  Senior  Vice- 
President  of  Mu-Cana  Investment  Counselling  Ltd.;  he  is  also  a  former 
member  of  the  Canada  Pension  Plan  Advisory  Conmittee.  Charles  McDonald, 
of  Windsor,  recently  retired  as  Director  of  the  Retired  Workers  and 
Community  Service  Department  of  the  United  Auto  Workers'  Union;  he 
served  previously  as  President  of  his  UAW  local  union.  Mr.  McDonald  is 
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currently  President  of  the  National  Pensioners  and  Senior  Citizens 
Federation.  He  was  appointed  to  the  Commission  to  replace  Mr.  Terry 
Meagher,  Secretary-Treasurer  of  the  Ontario  Federation  of  Labour,  who 
resigned  in  January,  1978.  Walter  G.  Upshall,  Toronto,  retired  from 
the  T.  Eaton  Company  Limited  having  served  as  both  personnel  manager 
and  credit  manager,  and  now  operates  his  own  investment  counselling 
business.  He  has  served  as  a  member  of  the  Ontario  Advisory  Council  on 
Senior  Citizens. 

The  Conmission  therefore  had  strong  voices,  not  only  from  manage- 
ment and  labour  but  also  fran  the  three  major  consumer  categories:  the 
employed,  the  self-employed,  and  the  retired.  Its  members  also  brought 
to  bear  certain  relevant  financial,  legal,  and  social  skills.  This 
combination  of  experience  and  perspectives  was  indispensable  to  the 
Ccsnmission's  understanding  of  pension  issues. 

Such  a  diversity  of  viewpoints  admittedly  made  for  lengthy  de- 
liberations. Nevertheless,  the  Carroission  felt  obliged  to  explore  every 
avenue  towards  consensus  within  its  own  membership.  That  consensus 
has  emerged,  not  without  difficulty,  but  as  the  ultimate  product  of 
a  conmon  concern  for  the  social  and  economic  objectives  involved.  A 
remarkable  degree  of  unanimity  was  achieved  by  the  Commission  which 
gives  hope  for  the  resolution  of  the  issues  in  the  larger  arena  of 
public  policy  making. 

Because  of  its  considerable  size,  this  report  will  be  read  in  its 
entirety  by  only  a  fev/;  others  may  find  only  a  few  sections  relevant  to 
their  particular  interests.  It  is  the  hope  of  the  Conmission,  however, 
that  the  main  thrust  of  its  conclusions  will  stand  out  clearly  from  the 
detailed  analysis.  The  following  three  points,  in  the  opinion  of  the 
Conmission,  constitute  the  essence  of  its  thinking  at  the  close  of  its 
deliberations: 

-  There  is  a  need  for  a  retirement  income  system  which  will  ra- 
tionalize government,  employer,  and  individual  plans  for  retire- 
ment income.  The  starting  point  for  such  a  system  must  be 
the  individual;  only  then  will  it  be  possible  to  determine 
what  roles  are  appropriate  for  governments,  employers,  and 
other  organizations.  We  have  noted  throughout  the  report  the 
patchwork  effect  of  unco-ordinated  initiatives  which  result  in 
unequal  treatment  for  those  in  retirement  and  waste  of  our 
resources . 

-  Individual  planning  for  retirement  incone  starts  with  informa- 
tion about  the  components  of  that  income.  Without  full  and 
accurate  information,  no  individual  can  be  expected  to  judge 
how  much  should  be  saved  from  current  consumption  or  in  what 
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way  savings  should  be  used  to  achieve  the  desired  objective 
at  retirement  age  and  afterward.  Disclosure  of  all  relevant 
information  therefore  is  essential,  not  only  for  individual 
arrangements  such  as  RRSPs  and  annuities,  but  also  for  the  more 
complex  group  plans:  employment  pensions  and  the  Canada  Pension 
Plan.  Only  when  the  individual  is  well-informed  is  it  realistic 
to  speak  of  measures  to  expand  the  area  of  individual  choice  in 
providing  for  retirement  income.  This  provision  is  equally  true 
whether  the  freedom  to  choose  is  exercised  in  a  purely  personal 
way,  for  example  in  deciding  how  to  use  one's  own  savings; 
through  a  particular  group,  as  in  making  one's  preference  known 
for  a  type  of  employment  pension  plan;  or  as  a  voter,  in  sup- 
porting a  political  party  on  the  basis  of  the  social  programs  it 
has   implemented  or  promises  to  introduce. 

In  the  interest  of  equity  in  every  aspect  of  an  overall  system, 
cost-benefit  relationships  must  be  recognized,  in  both  the 
design  of  a  particular  plan  and  the  interrelationship  of  that 
plan  and  other  corrponents  of  the  system.  Planning  must  take 
into  account  long-run  as  well  as  short-run  costs,  so  that  each 
generation  will  know  that  its  contribution  and  benefits  are  fair 
in  relation  to  those  of  succeeding  generations.  Short-run 
solutions  must  be  avoided  if  they  are  likely  to  jeopardize  the 
right  of  tomorrow's  WDrkers  and  taxpayers  to  economic  security 
before  or  after  they  retire. 
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Introduction 


As  noted  by  the  Premier,  the  Honourable  William  G.  Davis,  there 
were  compelling  reasons  for  initiating  a  Royal  Conmission  on  Pensions. 
In  his  announcement  to  the  Ontario  Legislature  on  April  20,  1977,  the 
Premier  made  the  following  observations  concerning  the  background  and 
terms  of  reference  of  the  inquiry: 

"During  the  past  year,  the  private  sector  has  encountered  criticism 
for  its  apparent  inability  to  provide  adequate  retirement  pensions. 
Further,  it  has  becoTie  cfovious  that  private-sector  pension  plans 
find  it  financially  difficult,  under  the  existing  institutional  and 
legislative  arrangements,  to  maintain  the  real  value  of  pensions 
during  periods  of  inflation.  This  fact,  alongside  fully  indexed 
Canada  Pension  Plan  and  Old  Age  Security  benefits  and  conspicuous 
fully  indexed  benefits  of  federal  and  provincial  public-employee 
pensions  plans,  has  caused  some  public  dissatisfaction  with 
private-sector  pensions. 

"As  a  consequence,  there  has  been  widespread  pressure  to  signifi- 
cantly expand  the  Canada  Pension  Plan  at  the  cost  of  displacing 
private-sector  pension  plans.  Such  an  expansion  of  the  CPP  under 
its  present  financial  structure  would  result  in  a  private- to-public 
shift  of  capital,  increased  intervention  by  government  in  an  indi- 
vidual's consumption/savings  decisions  and  a  much  larger  transfer 
of  incone  between  the  present  generation  and  the  next. 

"We  are  approaching  a  crossroads  with  respect  to  the  financing  of 
the  Canada  Pension  Plan.  The  Ontario  government  welcones  views  and 
suggestions  as  to  the  appropriate  method  for  financing  the  CPP  and 
what  investment  policies  should  be  followed  with  respect  to  any 
surplus  funds  that  are  created.  Similarly  the  Commission  will 
solicit  opinions  on  the  future  structure  and  investment  role  of 
public-sector  employee  pension  plans. 

"Before  Ontario  enbarks  on  any  changes  to  its  own  pension  legis- 
lation, or  agrees  to  changes  in  the  Canada  Pension  Plan,  it  is 
absolutely  essential  to  know  the  econonic  impact  of  these  changes. 


Pensions  involve  social,  political,  and  economic  issues  which  are 
as  ccmplex  as  they  are  significant.  The  importance  and  complexity 
of  the  issues  involved  require  the  establishment  of  a  Commission. 
The  in-depth  investigation  of  the  Commission  and  its  final  recom- 
mendatons  will  provide  the  government  of  Ontario  with  much-needed 
information  and  will  determine  the  direction  in  which  pension 
policies  should  be  pursued." 

In  setting  out  to  fill  the  mandate  it  had  received  to  pursue  these 
matters,  the  Canmission  had  the  difficult  task  of  adopting  an  analytical 
framework  which,  without  over-simplification,  would  give  us  a  systematic 
view  of  retiroTtent  income  provisions.  It  was  clear  that  a  purely  theo- 
retical approach  would  be  unproductive;  we  were  not  dealing  with  a 
simple  commodity  provided  by  a  number  of  producers  to  a  number  of  con- 
sumers, nor  could  we  expect  historical  trends  to  yield  a  reliable  indi- 
cation of  future  developnents  if,  as  we  suspected,  we  were  not  looking 
at  a  "system"  at  all.  If  a  coherent  system  could  be  described  -  or 
created  -  it  was  necessary  first  to  determine  what  components  were 
already  in  place,  in  what  respect  they  constituted  a  system,  and  to  what 
extent  they  could  be  said  to  satisfy  the  needs  of  individuals  and  soci- 
ety as  a  whole.  From  the  statement  of  the  Premier  it  was  obvious  that 
we  would  find  many  present  arrangements  that  were  far  from  ideal ,  not 
excluding  government-sponsored  programs;  and  that  we  would  hear  a  great 
many  conflicting  views  concerning  the  nature  of  existing  problems  and 
how  they  might  be  resolved. 

Apart  fran  the  fundamental  question  of  v4iat  retirement  arrangements 
are  and  how  they  work,  there  were  a  number  of  important  public  issues 
which  cut  across  the  lines  of  government,  employer,  and  individual  pro- 
grams, and  required  attention  at  every  stage  of  our  investigation.  There 
was  the  overriding  problem  of  inflation:  its  impact  on  the  living  stan- 
dards of  the  elderly,  and  its  implications  for  those  who  are  providing 
or  would  have  to  provide  additional  pension  dollars  to  maintain  people's 
purchasing  power.  There  was  the  long-standing  question  of  public  versus 
private  initiative  in  providing  retirement  incone,  especially  in  rela- 
tion to  the  Canada  Pension  Plan,  its  benefit  levels  and  method  of  fund- 
ing. And  there  were  constitutional  questions:  a  provincially-appointed 
body,  the  Commission  nevertheless  could  not  disregard  the  many  ways  in 
which  Ontario's  econcmy  and  institutions  are  interrelated  with  those  of 
the  other  provinces,  or  the  fact  that  many  of  the  issues  to  be  examined 
were  matters  of  federal  or  shared  jurisdiction. 

In  planning  its  inquiry,  the  Canmission  was  aware  of  the  central 
role  Ontario  has  played  in  the  developnent  of  two  major  components  of 
retirement  income  in  Canada:  the  Canada  Pension  Plan  and  the  regulation 
of  anployment  pension  plans.  First  of  all,  it  is  recognized  that  em- 
ployment pension  plans  are  essentially  matters  of  provincial  jurisdic- 
tion under  the  British  North  America  Act.  Accordingly,  the  Canada 
Pension  Plan  is  a  joint  federal  and  provincial  undertaking,  with  Quebec 
electing  to  establish  its  own  parallel  plan  and  Ontario,  like  any  other 
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province,  retaining  the  right  to  do  likewise.  An  additional  responsi- 
bility is  borne  by  this  province  by  virtue  of  its  population:  unlike 
any  other  single  province,  Ontario  must  give  its  approval  before  any 
amendnnent  to  the  plan  can  go  into  effect.  In  the  area  of  employment 
pension  plans  as  well,  Ontario  has  assumed  a  leading  role.  Even  before 
the  advent  of  the  Canada  Pension  Plan  this  province  had  enacted  legisla- 
tion to  require  enployers  to  provide  pension  plans  for  their  employees. 
That  feature  of  the  Ontario  Pension  Benefits  Act  was  removed  in  the 
later  stages  of  negotiations  for  a  national  program;  but  the  remaining 
provisions  -  those  setting  out  vesting,  solvency  and  other  standards  for 
employment  pension  plans  -  went  into  effect  and  constituted  the  first 
statute  of  its  kind  in  North  America.  Since  then  Cntario  has  performed 
a  leading  role  in  developing  uniformity  of  supervisory  practices  under 
reciprocal  agreements  with  other  jurisdictions:  Quebec,  Alberta, 
Saskatchewan,  Nova  Scotia,  Ma.nitoba,  and  the  federal  government. 

With  all  these  considerations  in  mind,  the  Conmission  felt  obliged 
to  examine,  so  far  as  possible,  every  source  of  retirement  income  in 
Ontario  regardless  of  legislative  jurisdiction  and  regardless  of  whether 
or  not  a  particular  aspect  might  be  directly  affected  by  government 
policies.  This  approach  required,  in  addition  to  research  projects  and 
hearings,  an  effort  to  elicit  from  the  public  information  and  opinions 
that  might  not  otherwise  cone  to  light. 

In  preparation  for  formal  hearings  the  Commission  placed  advertise- 
ments in  all  daily  newpapers  in  Ontario,  and  in  the  farm,  country,  and 
ethnic  press,  inviting  the  public  to  communicate  its  views  in  writing 
and  by  appearing  at  public  hearings.  In  addition,  invitations  were  sent 
to  some  three  hundred  persons  and  organizations,  including  ninety  ran- 
domly selected  major  enployers. 

While  the  hearings  were  being  organized,  the  Chairman  approached  or 
was  approached  by  a  number  of  groups  with  a  known  interest  in  retirement 
arrangements  and  therefore  in  a  position  to  supply  statistical  or  other 
information  that  might  not  be  available  from  other  sources,  and  re- 
quested that  such  information  be  included  with  any  submission  a  group 
might  wish  to  make  to  the  Conmission. 

Public  hearings  were  held  in  Toronto  for  seven  weeks  beginning 
February  7,  1978.  Further  sessions  of  one  to  three  days  were  held  in 
Windsor,  London,  Hamilton,  Ottawa,  Sudbury,  Timmins,  and  Thunder  Bay. 
In  total,  391  written  submissions  were  received,  and  more  than  170 
personal  appearances  were  recorded.  These  are  listed  in  Volume  VIII. 
Individuals  accounted  for  some  65  per  cent  of  the  responses.  Others 
included  labour  organizations  (34),  professional  and  business  organiza- 
tions (30),  senior  citizens  and  pensioner  groups  (28),  social  organiza- 
tions (21),  businesses  (12),  financial  institutions  (10),  and  other 
public  bodies  (5).  While  most  provincial  and  national  organizations 
were  located  in  Toronto  or  Ottawa,  individual  responses  came  from  across 
the  province. 
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A  second  and  conpletely  different  contact  with  the  public  was  made 
through  the  Consumer  Survey,  conducted  for  the  Commission  during  the 
early  autumn  of  1978.  This  survey,  carried  out  by  Southam  Marketing 
Research  Services,  attempted  to  determine  the  awareness  of  individuals 
in  a  representative  cross-section  of  Ontario's  population  of  various 
pension  and  retirement  mechanisms,  and  to  what  extent  their  expectations 
had  been  or  were  likely  to  be  met  in  their  retirement  years.  Results  of 
this  project  are  cited  according  to  topic  throughout  the  report.  The 
report  of  the  survey  is  published  in  full  in  Volume  VIII. 

Concurrent  with  its  program  of  hearings  and  the  Consumer  Survey  the 
Commission  began  to  engage  consultants  to  carry  out  research  assignments 
in  areas  which  called  for  professional  analysis  of  the  econonic,  socio- 
logical and  institutional  factors  involved.  As  work  progressed  it  be- 
caine  necessary  to  add  certain  subjects  to  the  original  research  program, 
usually  in  order  to  seek  clarification  of  facts  where  public  sutxnissions 
revealed  sharp  differences  in  perception  of  important  occurrences  and 
trends.  At  several  stages  the  Comiission  used  the  services  of  actuaries 
and  accountants  in  the  execution  of  technical  tasks,  such  as  the  testing 
of  alternative  benefit  arrangements. 

Much  of  the  research  output  is  directly  pertinent  to  one  section 
or  another  of  the  report,  and  is  therefore  embodied  in  the  text  as 
required,  and  in  the  accompanying  tables  and  figures.  In  addition, 
several  project  reports  are  reproduced  in  full,  either  as  appendices  in 
various  volumes  or  as  background  papers  in  Volumes  VIII  and  IX. 

Format  of  the  Report 

In  organizing  its  report  the  Commission  was  mindful  of  the  likely 
needs  of  various  users:  for  a  concise  overview  of  pensions,  a  com- 
prehensive guide  to  policy-making,  or  an  in-depth  treatment  of  a  single 
program.  The  following  outline  indicates  the  way  in  which  we  felt 
it  practicable  not  only  to  report  fully  on  the  matters  referred  to 
the  Commission,  but  to  do  so  in  a  form  that  would  be  as  manageable  as 
possible  to  the  reader: 

In  the  first  three  volumes  under  the  general  heading  "Design  for 
Retirement,"  we  review  v\^at  is  frequently  thought  of  as  the  "pen- 
sion system":  how  it  has  developed  and  by  and  for  whom;  what  its 
components  are  and  how  they  function;  and  what  might  be  done  to 
improve  its  adequacy  and  effectiveness.  Also  included  in  Volume 
III  is  a  glossary  of  terms,  an  index  for  the  three  volumes,  and  a 
ccmpilation  of  statistics  for  ready  reference  entitled  "Selected 
Facts." 

Your  Income  in  Retirement  appears  as  Volume  IV,  in  booklet  format 
in  order  to  facilitate  a  more  general  distribution  than  is  feasible 
for  the  report  as  a  vvtiole.  As  the  title  suggests,  this  volume  is  a 
consumer's  guide  to  retirement  income  arrangements  in  Ontario: 
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what  benefits  are  available  and  how  they  may  be  obtained;  and  why 
pensions  are  significant  even  to  those  who  are  not  yet  approaching 
retirement  age. 

Volume  V  is  devoted  to  an  examination  of  the  Canada  Pension  Plan: 
how  it  may  be  expected  to  perform  in  the  future ,  and  the  long-run 
implications  of  its  financing,  especially  for  Ontario. 

Ontario  public  sector  employment  pensions  are  described  in  detail 
in  Volumes  VI  and  VII,  with  special  attention  to  questions  of  cost 
and  accountability. 

Volumes  VIII  and  IX  contain  background  papers  not  otherwise  in- 
corporated in  the  report. 

A  Summary  Report  has  also  been  prepared  containing  an  abbrevi- 
ated commentary  as  well  as  the  complete  text  of  the  Commission's 
recanmendations . 


XIV 


Design  for  Retirement 


Contents 


VOLUME   I 

Letter  of  Transmittal 

Foreword 

Introduction 

1.  Entering  the  'Eighties 

2.  Aging,  Retirement,  and  Pensions 

3.  Developiient  of  Retirement  Incone  Arrangements  in  Canada 

4.  The  Population  Aged  65  and  Over  in  Ontario 

5.  Retirement  Incone  in  Ontario  fron  Government  Programs 

6.  Adequacy  of  Benefits  fron  Government  Programs 

7.  Retirement  Incone  in  Ontario  fron  Employment  Pensions  and  Other 
Formal  Arrangements 

VOLUME  II 

8.  Obtaining  a  Pension:  Coverage,  Portability,  and  Vesting 

9.  Assuring  the  Pension  Pronise:  Funding  Employment  Pensions 
10.  The  Effect  of  Inflation  on  Retirement  Incone 


XV 


11.  Additional  Limitations  of  Pension  Plan  Design 

12.  Recommendations  for  Enployment  Pension  Design 

VOLUME  III 

13.  Government  Regulation:  The  Pension  Benefits  Act 

14.  Government  Regulation:  Taxation 

15.  Retirement  Age 

16.  Women  and  the  Provision  of  Retirement  Incone 

17.  Economics  and  Retirement  Incone 

18.  Constitutional  Issues  and  Retirement  Incone 
ReccsTimendat  ions 

Selected  Facts 

Glossary 

Index 

VOLUME  IV 

Your  Incone  in  Retirement  -  A  Consumer's  Guide 


XVI 


Design  for  Retirement 


Volume  I 


Contents 


Letter  of  Transmittal  iv 

Foreword  vi 

Introduction  x 

1.   EiSTTERING  THE  'EIGHTIES  1 

Current  Thinking  on  Retirement  Inccxne  1 

Long-Service  Reward  or  Deferred  Wages  2 

Group  Funding  or  Individual  Accounts  3 

Voluntary  or  Mandatory  4 

Response  to  Inflation  5 

Demographic  Inrplications  for  the  Canada 

Pension  Plan  5 

Pension  Costs  and  the  Economy  6 

Equity  7 

Young  and  Old  7 

Men  and  Wbmen  8 

High  Incone  and  Low  Income  Groups  8 

Pension  Plan  Sponsor  and  Plan  Member  9 

Conclusion  10 


XVll 


2.   AGING,  RETIREMENT,  AND  PENSIOSIS  11 

Attitudes  Itowards  Aging  11 

Attitudes  Tbwards  Retirement  14 

Income  in  Retirement  15 

Role  of  Individual  18 

Role  of  Government  19 

Role  of  Eliployer  21 

Nature  of  an  Enployment  Pension  22 

Long-service  Reward  22 

D3f erred  Wages  23 

Savings  27 

Group  Insurance  28 

Notes  32 


3.  DEVELOPMENT  OF  RETIREMENT  INCOME  ARRANGEMENTS 

IN  CANADA  33 

Enployment  Pension  Plans  33 

Origin  33 

Growth  35 

Characteristics  41 
Shortcomings  Found  by  Portable  Pensions 

Canmittee  44 

Government  Retirement  Incone  Programs  50 

Old  Age  Pensions  50 

Canada  Pension  Plan  54 

Other  Government  Program  Developments  56 

Other  Retirement  Arrangements  61 

Government  Annuities  61 

Registered  Retirement  Savings  Plans  61 

Other  Formal  Arrangements  63 

Conclusion  63 

Notes  64 

List  of  Tables  67 

4.  IHE  POPULATIOsI  AGED  65  AND  OVER  IN  ONTARIO  68 

Profile  of  the  Retired  70 

Demographic  Characteristics  70 

Life  Expectancy  73 


XVlll 


Social  Characteristics  77 

Concerns  87 

Income  of  the  Retired  87 

Levels  of  Income  88 

Sources  of  Income  92 

Personally  Qvned  House  103 

Insurance  Conpany  Annuities  103 

Other  Savings  103 

Attitudes  About  Income  104 

Expenditures  106 

Notes  109 

List  of  Tables  112 


5.   RETIREMENT  INCOME  IN  ONTARIO  FKM   GOVERNMENT 

PROGRAMS  114 

The  Nature  of  Social  Security  114 

The  Universal  Feature  115 

The  Welfare  Feature  117 

The  Social  Insurance  Feature  118 

Description  of  Government  Programs  120 

Old  Age  Security  (OAS)  121 

Guaranteed  Incone  Supplement  (GIS)  125 

Spouse's  Allowance  (SA)  131 

Guaranteed  Annual  Incane  System  (GAINS)  134 

Canada  Pension  Plan  (CPP)  136 

Tax  Benefits  for  the  Elderly  141 

Inccxne  Tax  Exemptions  and  Deductions  141 

Ontario  Tax  Credits  142 

Other  Government  Benefits  146 
Ontario  Health  Insurance  Premium  Exemption    146 

Ontario  Drug  Benefit  Plan  146 

Housing  147 

Other  Benefits  for  the  Elderly  149 

Transportation  149 

Entertainment  and  Amusement  150 

Education  150 

Recreation  150 

Effectiveness  of  Government  Programs  150 

Adequacy  150 

Coverage  150 


xix 


Protection  from  Inflation  152 

Role  of  Government  155 

Notes  156 

List  of  Tables  157 

ADEQUACY  OF  BE3SIEFITS  FROM  GOVERNMENT  PROGRAMS  158 

What  is  Adequate?  158 
Standards  of  Adequacy  for  Retirement 

Income  159 
"Poverty  Lines"  as  Indicators  of  Income 

Adequacy  163 
Other  Income  Maintenance  Programs  as 

Indicators  of  Income  Mequacy  166 

Evidence  of  Income  Adequacy  168 

Advocated  Levels  Ccsrpared  with  Government 

Benefits  171 

Methods  of  Comparison  171 

Results  of  Comparison  172 

The  Commission's  Recommended  Adequacy  Levels  174 
Applying  the  Commission's  Recommended 

Adequacy  Levels  176 

A  Standard  of  Adequacy  180 
The  Minimum  Wage  as  a  Standard  of  Adequacy    180 

Application  of  the  Minimum  Wage  181 

Determining  Eligibility  for  Government 

Benefits  183 

Adjustment  Through  the  GAINS  Program  184 

Cost  Considerations  186 

Conclusions  188 

Net  Replacement  Ratios:  Methodology  189 

Notes  195 

List  of  Tables  197 


XX 


7.   RETIRE^IEJJT  INCCME  IN  CNTARIO  FROM  EMPLOYMETJT 

PENSIONS  AND  CTOER  FDRMAL  ARRANGEMENTS  198 

Employment  Pension  Plans  198 

Nature  and  Size  198 

Types  of  Plans  203 

Contributions  210 

Funding  Administrator  216 

Retirement  Benefits  218 

Adjustments  for  Inflation  221 

Other  Benefits  221 

Vesting  and  Locking-In  224 

Multi-Enployer  Plans  227 

Delinquent  Eirployers  229 

Vesting  229 

Registered  Retirement  Savings  Plans  (RRSPs)  233 

Description  233 

Growth  of  RRSP  Funds  235 

Deferred  Profit  Sharing  Plans  238 

Notes  242 

List  of  Tables  247 


XXI 


Chapter  1 


Entering  the  'Eighties 


For  the  1980s,  the  Commission  sees  changes  in  several  broad  areas 
which  will  affect  the  approach  to  retirement  income  planning.  We  see 
changes  in  the  philosophical  basis  of  pensions;  a  changing  demographic 
complexion  for  Canada;  a  realignment  of  economic  concerns,  with  far- 
reaching  effects  on  choices  between  present  and  future  consumption;  and 
an  increasing  anphasis  on  equity  among  individuals  and  among  groups  in 
society. 

These  changes  are  already  reflected  in  the  pension  debate  and  must 
be  considered  in  any  comprehensive  report  on  the  subject  of  retirement 
incone. 


CURRENT  THINKING  CK  RETIREMENT  INCOME 

The  provision  of  retirement  income  has  become  a  shared  respon- 
sibility of  the  government,  the  employer,  and  the  individual.  Govern- 
ment action  through  taxation  for  the  Old  Age  Security  program,  which 
includes  an  inccme  tested  program  for  the  elderly,  the  Guaranteed  Incane 
Supplement  and  Spouse's  Allowance,  has  been  accepted  as  part  of  the 
government's  anti-poverty  responsibility.  The  Canada  Pension  Plan, 
created  by  direct  government  legislation,  is  a  form  of  social  insurance 
in  v^ich  today's  workers  pay  the  pensions  of  yesterday's  workers  in  the 
expectation  that  tomorrow's  workers  will  do  the  same  for  them.  In  the 
private  sector,  individuals  contract  with  their  employers  for  pensions 
paid  for  out  of  current  earnings;  or  they  make  private  arrangements 
according  to  how  they  perceive  their  retirement  needs. 

The  way  in  v^hich  these  three  sources  of  retirement  income  should 
combine  and  interact  will  continue  to  be  the  subject  matter  of  much 
debate.  The  adequacy  of  the  guaranteed  minimum  for  the  elderly  provided 
by  QftS  and  GIS  -  with  the  Guaranteed  Annual  Incane  Supplement   (GAINS)    in 


Ontario  -  became  a  major  concern  in  the  late  1970s  with  the  public 
realization  of  the  effects  of  steadily  rising  prices.  The  fact  that  the 
federal  guarantees  have  been  fully  indexed  to  increases  in  the  Consumer 
Price  Index  has  not  always  been  seen  as  sufficient  protection.  Public 
discussion  has  revolved  around  questions  of  general  adequacy,  adequacy 
in  relation  to  rising  wage  levels,  and  adequacy  specific  to  the  elderly 
with  perhaps  varying  needs  and  wants.  As  for  social  insurance,  the 
Canada  Pension  Plan  is  now  widely  accepted;  its  future  course  will  be 
affected  primarily  by  demographic  and  econonic  rather  than  philosphical 
considerations.  In  the  private  sector,  however,  economic  and  social 
changes  have  led  to  examination  of  the  nature  of  a  pension  and  the 
guarantee  of  the  pension  promise.  It  is  in  this  area  then  that  we  may 
expect  more  fundamental  changes  in  the  next  decade. 

Long-Service  Reward  or  Deferred  Wages 

If  a  pension  is  a  long-service  reward  then  existing  pension  plans, 
with  their  benefit  levels  geared  to  long  periods  of  service,  are  in 
accord  with  that  philosophy.  Absolute  entitlement  to  a  pension  arises 
from  long  service  and  age.  In  these  circumstances,  the  short-service 
employee  should  not  expect  any  entitlement  on  termination  of  employment. 
The  employer,  who  is  expected  to  continue  in  business  over  the  life  span 
of  the  worker,  may  be  presumed  to  have  canplete  control  of  the  mechanics 
of  providing  the  reward:  how  the  money  is  set  aside  and  invested,  and 
what  information  is  divulged  to  the  employees. 

If  a  pension  represents  deferred  wages,  however,  it  follows  that 
the  employee  must  earn  some  entitlement  from  day  to  day,  rather  than 
suddenly  after  a  lifetime  of  service.  Even  if  the  employer's  contri- 
butions, as  in  all  defined  benefit  plans,  are  pooled  for  the  eventual 
benefit  of  the  group  rather  than  allocated  to  individual  accounts,  each 
member  must  be  considered  as  accruing  pension  credits  continuously.  In 
its  ideal  form,  a  deferred-wage  pension  plan  would  provide  a  benefit 
equitably  related  to  earnings  to  every  member  on  leaving  the  plan, 
whether  by  retirement,  termination,  or  death.  With  the  idea  of  members' 
equity  in  the  plan  appears  an  obvious  corollary:  that  the  members  are 
entitled  to  play  the  owners'  role,  to  control  investment  of  the  pension 
fund,  and  to  have  full  information  about  its  operation. 

Vesting  features,  in  which  termination  of  employment  could  give 
rise  to  a  deferred  pension,  were  an  early  recognition  that  the  long- 
service  design  did  not  always  fit  the  needs  of  all  workers.  Vesting, 
and  with  it  the  notion  that  pension  credits  accrue  gradually  over  a 
person's  period  of  service,  came  to  be  embodied  in  law.  More  recent 
developments,  including  an  increase  in  job  mobility  and  a  perceptible 
growth  in  public  scepticism  concerning  the  structure  and  performance  of 
pension  plans  have  been  reflected  in  demands  for  both  legislative  and 
voluntary  changes  that  would  give  additional  effect  to  the  deferred  wage 
principle  in  employment  pension  plans. 


Submissions  txD  the  Commission  indicate  a  widespread  acceptance  of 
pensions  as  deferred  wages;  but  the  implications  of  that  acceptance  were 
not  always  recognized  in  the  suggestions  for  changes  in  pension  opera- 
tion. In  some  cases  discrepancies  arose  purely  from  cost  considera- 
tions. Immediate  vesting,  for  example,  may  be  seen  as  desirable  but 
excessively  costly  to  the  employer.  In  other  cases  a  logical  conse- 
quence of  applying  the  deferred  wage  theory  is  a  completely  different 
method  of  funding,  possibly  unacceptable  to  orployers. 

"Discrepancies"  may  be  indicative  of  nothing  more  than  prudence  in 
approaching  new  and  perhaps  costly  solutions;  or  of  a  desire  to  retain 
sc«ne  minimal  long-service  element  in  an  essentially  deferred  wage  plan 
structure.  Or,  as  so  often  happens  in  a  pluralistic  society,  the  new 
philosophy  may  not  be  adequately  served  by  the  terms  commonly  used  in 
public  debate. 

Group  Funding  or  Individual  Accounts 

Taken  literally,  the  term  "deferred  wage"  would  imply  that  a  pen- 
sion fund  is  no  longer  the  property  of  the  employer.  An  important 
question  remains,  however:  in  what  way  should  employees  share  ownership 
and  control  of  the  money?  It  is  one  thing  to  remove  monies  from  the 
employer's  exclusive  control,  but  quite  another  to  determine  how  those 
monies  may  be  allocated  and  invested  so  as  to  reflect  the  interests  of 
the  employees.  Where  pensions  are  purely  long-service  rewards,  equity 
among  employees  is  the  least  of  many  problems  in  the  picture;  clearly 
there  is  virtually  unlimited  scope  for  reallocating  employer  contribu- 
tions fron  those  vs^o  do  not  becone  entitled  to  benefits  to  those  who  do, 
and  fron  the  low-cost  younger  groups  to  pensioners  and  those  approaching 
retirement.  The  employer,  as  a  guarantor  of  the  eventual  pensions  in  a 
defined  benefit  plan,  may  in  fact  have  undertaken  a  liability  far  in  ex- 
cess of  fund  assets  at  a  given  time,  and  may  see  no  necessity  to  account 
for  the  use  of  each  member's  contributions.  By  contrast,  a  literal 
application  of  the  deferred  wage  concept  would  see  regular  amounts  of 
money  credited  to  each  employee  from  the  date  of  hiring,  with  each 
having  an  absolute  entitlement  to  the  value  of  all  amounts  so  credited 
together  with  all  interest  earned  during  the  time  the  funds  were  in- 
vested. Not  only  would  the  employer  have  no  right  to  recover  any  of 
these  "deferred  wages"  but  there  would  be  no  possibility  that  an  em- 
ployee's share  of  the  employer's  money  would  be  reallocated  to  provide 
benefits  for  other  employees. 

The  reality  today,  however,  is  that  most  members  of  employment 
pension  plans  belong  to  defined  benefit  plans.  Instead  of  accruing 
individual  accounts  (in  dollar  terms)  they  earn  pension  credits  -  that 
is,  portions  of  an  eventual,  specified  pension.  Employer  contributions 
are  determined  by  the  estimated  cost  of  benefits  for  the  group,  and  are 
not  allocated  to  individuals.  Since  the  present  cost  of  a  future  dollar 
of  pension  depends  on  a  person's  age,  sex,  and  various  group  character- 
istics, the  amount  of  employer  contribution  that  might  loe  attributed  to 


a  particular  employee  will  have  little  or  no  obvious  relation  to  that 
person's  earnings  for  the  same  period.  In  short,  the  deferral  of  wages 
is  expressed  as  an  ultimate  pension  entitlement,  not  as  an  immediate 
payment  by  the  employer. 

In  this  form  of  pension  financing  -  group  funding,  as  it  is  some- 
times called  -  wages  are  deferred  in  the  sense  that  money  the  employer 
otherwise  would  add  to  employees'  pay  is  used  to  pay  for  pension  bene- 
fits for  the  group.  The  deferred  wage  approach  may  be  underlined  if  the 
employee  group  rather  than  the  employer  has  effective  control  of  plan 
investments  and  benefit  administration. 

Money-purchase  plans  on  the  other  hand  allocate  employer  contribu- 
tions directly  to  the  individual,  usually  in  proportion  to  the  person's 
current  earnings.  It  is  these  monies  which,  with  the  employee's  own 
contributions  and  investment  earnings,  constitute  the  entitlement  of  the 
individual  at  any  given  time.  Whether  the  entitlement  is  absolute  will 
depend  on  the  vesting  provisions.  No  specific  amount  of  pension  is 
promised,  since  that  can  be  determined  only  at  the  time  of  retirement 
according  to  such  individual  factors  as  sex,  age,  and  -  most  importantly 
-  interest  rates  and  number  of  years  in  the  period  of  accumulation.  In 
a  money-purchase  plan  wage  deferral  seems  more  visible  at  the  stage  of 
payment  into  the  fund,  though  not  in  the  amount  of  the  eventual  pension. 
Also  visible  to  the  employee  is  the  growth  of  his  or  her  individual 
account,  including  the  effect  of  investment  earnings;  and  the  dollar 
value  of  employer  contributions  that  may  be  forfeited  if  the  employee 
leaves  the  plan  before  vesting  is  attained. 

If  the  concept  of  deferred  wages  were  in  fact  accepted  generally  by 
employers  and  employees,  its  manifestation  as  a  "philosophy"  would  still 
be  somewhat  unclear.  Defined  benefit  and  money-purchase  plans  represent 
two  sharply  differing  interpretations,  and  will  continue  to  do  so  even 
if  the  employer's  traditional  role  is  increasingly  shared  with  or  relin- 
quished to  employees.  An  appreciation  of  these  distinct  mechanisms  and 
their  evolution  is  central  to  this  phase  of  the  Commission's  investiga- 
tion. The  fact  that  few  people  or  organizations  now  advocate  the  use  of 
pensions  primarily  as  long-service  rewards  gives  us  only  a  useful  point 
of  departure  for  a  more  detailed  examination.  It  does  not,  by  itself, 
establish  a  clear-cut  philosophical  basis  for  predictions  about  the 
future  or  prescriptions  for  government  action. 

Voluntary  or  Mandatory 

However,  retirement  income  philosophy  goes  beyond  consideration  of 
the  deferred  wage  theory  and  the  long-service  reward  theory.  Employment 
pension  plans  are  voluntarily  set  up  by  the  employer.  Where  none  exist 
employees  must  make  their  own  arrangements  for  retirement  incone.  RRSPs 
have  been  made  available  for  this  purpose  and  in  recent  years  have  been 
extensively  utilized,  especially  by  those  with  above-average  incomes. 
Again,  such  plans  are  voluntary.   The  question  is  whether  government 


intervention  is  necessary  to  ensure  pension  coverage  for  all  workers. 
At  present  a  million  and  a  half  workers  in  Ontario  have  neither  RRSP  nor 
eitployment  pension  plan  coverage.  As  a  result,  proposals  for  increased 
benefits  under  the  Canada  Pension  Plan  have  emerged  from  government 
studies  (the  Cofirentes  Report  and  the  Special  Senate  Committee  on 
Retirement  Age  Policies),  fron  union  groups  and  others.  Inportant  ques- 
tions have  been  raised  in  other  quarters,  however,  about  the  long-term 
cost  of  the  social  insurance  program,  especially  in  the  light  of  demo- 
graphic changes  already  occurring  or  anticipated.  As  a  result  -  and 
because  CPP  financing  in  any  case  is  due  for  almost  immediate  revision  - 
the  present  decade  is  the  time  for  a  choice  between  further  reliance  on 
that  plan  and  alternative  approaches  to  improved  coverage  and  benefits. 

Response  to  Inflation 

The  need  to  protect  the  purchasing  power  of  pensions  adds  a  further 
dimension  to  the  problem  of  assigning  responsibility  for  retirement 
inccne  among  governments,  onployers,  and  individuals.  If  the  responsi- 
bility is  the  government's,  must  it  respond  only  through  formal  pension 
vehicles?  If  the  responsibility  is  the  employer's,  should  government 
power  be  used  to  force  inflation  protection  on  voluntary  plans?  If  the 
responsibility  is  the  individual's,  at  what  point  must  government  act  to 
ensure  adequacy  of  retirement  incone? 

If,  as  the  Ccmmission  hopes,  there  is  to  be  a  system  of  retirement 
incoTie  involving  the  co-ordination  of  the  roles  of  government,  employer, 
and  the  individual,  careful  consideration  should  be  given  to  the  philo- 
sophical basis  on  vitiich  such  a  system  is  to  be  built. 


DEMOGRAPHIC   IMPLICATIONS   FDR  THE  CANADA  PENSIOSI  PLAN 

The  1980s  are  years  of  decision  for  the  Canada  Pension  Plan.  All 
official  projections  for  the  plan  have  shown  the  first  "critical"  year 
for  the  plan  -  when  the  benefits  paid  out  in  a  year  exceed  the  year's 
contributions  -  to  be  between  1982  and  1986.  A  decision  must  therefore 
be  made  if  and  when  contributions  to  the  plan  are  to  be  increased  and  if 
so,  by  how  much.  Long-range  considerations  in  setting  new  rates  will  be 
dominated  by  the  knowledge  that,  as  a  result  of  the  post-war  baby  boom, 
a  disproportionate  numfcier  of  CPP  contributors  will  retire  between  2010 
and  2030.  The  resulting  "bulge"  in  the  retired  group  not  only  would 
mean  a  very  substantial  increase  in  the  aggregate  amount  of  CPP  pensions 
payable  each  year,  but,  with  a  relatively  smaller  work- force,  could  also 
mean  a  sharp  increase  in  contribution  rates  to  finance  the  pay-as-you-go 
benefits.  Some  see  that  consequence  as  inevitable,  and  advocate  a 
complete  and  immediate  change  in  the  funding  basis  of  the  Canada  plan 
so  that  each  generation  of  workers  would  pre-fund  its  own  pensions. 
Contributions  would  be  raised  now  to  a  level  which,  with  interest  on 
invested  funds,  would  provide  the  desired  benefits  and  might  require 
little  or  no  adjustment  over  the  years. 


As  we  must  approach  this  vital  question  without  the  benefit  of 
hindsight,  it  is  important  that  we  apply  some  caution  in  measuring  and 
evaluating  the  effects  of  population  trends,  especially  those  of  fairly 
recent  origin.  For  example,  the  more  pessimistic  predictions  of  CPP 
costs  rely  on  a  projection  of  the  present  downward  trend  in  the  birth 
rate.  But  an  upswing  in  that  basic  population  factor  in  the  next  decade 
or  two  would  produce  a  more  favourable  ratio  of  workers  to  pensioners  in 
the  longer  term.  An  increase  in  immigration  would  bring  about  a  more 
rapid  increase  in  the  work-force.  Significant  breakthroughs  in  the 
treatment  and  prevention  of  disease  and  death  among  either  the  old  or 
the  young  could  alter  the  active-retired  ratio  in  either  direction. 
And  some  allowance  must  be  made  for  changes  in  patterns  of  work-force 
participation  -  by  wcmen  especially,  but  also  by  the  older  members  of 
society. 

Notwithstanding  these  uncertainties,  certain  projections  of  popu- 
lation and  work-force  are  fundamental  to  the  task  of  setting  the  Canada 
Pension  Plan  on  a  viable  long-term  course.  Answers  which  take  into 
account  only  today's  dependency  ratio  -  roughly  one  pensioner  to  seven 
workers  -  will  not  stand  the  test  of  experience  if  that  ratio  changes 
radically.  Fifty  years  from  now,  according  to  a  study  released  by  the 
Econcmic  Council  of  Canada  (One  in  Three,  Pensions  for  Canadians  to 
2030,  Ottawa,  1979),  there  may  be  as  few  as  three  active  members  of  the 
work-force  to  support  each  pensioner.  The  productivity  of  that  work- 
force on  the  other  hand  is  the  key  to  the  burden  which  must  actually  be 
borne.  Thus  the  future  of  the  Canada  Pension  Plan  is  linked  to  the 
future  performance  of  the  economy. 


PENSION  COSTS  AND  THE  ECOTOMY 

Pension  solutions  which  meet  an  appropriate  set  of  ptiilosphical  and 
demographic  criteria  still  must  satisfy  another  basic  test:  the  ability 
of  society  to  pay  the  costs.  How  the  econony  grows  -  how  rapidly,  how 
regularly,  and  how  evenly  -  will  affect  not  only  the  potential  total 
amount  available  as  retirement  income  at  a  given  time,  but  in  what 
proportions  it  may  be  raised  fron  public  and  private  sources,  and  how 
equitably  it  may  be  distributed. 

At  the  turn  of  the  decade  it  seems  that  economic  uncertainty  is 
more  prevalent  than  at  any  time  since  the  end  of  World  War  II.  In  such 
a  climate  those  who  must  make  long-tenn  plans  and  therefore  take  long- 
term  financial  risks  are  understandably  cautious.  Inflation,  apart  fron 
many  other  disturbing  developments  of  the  1970s  has  given  rise  to  a 
great  deal  of  critical  examination  of  pension  plans  and  other  provisions 
for  retirement  incone.  The  "producer's"  question  obviously  centres  on 
the  future  health  of  the  enterprise:  will  I  be  ruined  by  the  rising 
cost  of  final  pay  pensions  or  indexing  of  benefits?  Similarly,  the 
consumer  may  well  ask  whether  the  eventual  pension  -  from  today's  de- 
ferred wages  or  personal  saving  -  will  be  worth  anything   in  real    terms. 


Society  as  a  v^tiole  must  try  to  come  to  grips  with  both  questions  as  soon 
as  possible.  We  are  not  allo•^^«^d  the  luxury  of  waiting  until  all  the  un- 
certainty is  past,  since  the  major  decisions  about  tomorrow's  retirement 
income  must  be  made  today. 

Proposals  for  pension  reform  accordingly  should  be  assessed  against 
a  range  of  econonic  scenarios;  techniques  that  promise  the  best  results 
in  the  widest  variety  of  economic  conditions  clearly  are  to  be  favoured 
over  those  which  rely  heavily  on  the  most  optimistic  or  pessimistic 
economic  predictions.  At  the  same  time  we  must  be  aware  that  in  some 
important  respects  a  pension  system  may  actually  contribute  to  economic 
growth  and  so  help  pay  for  itself.  That  reciprocal  effect  may  be  seen 
in  the  constructive  use  of  today's  savings  for  the  creation  of  capital, 
enhancing  the  ability  of  the  economy  to  meet  tomorrow's  needs.  An 
effective  pension  system  will  also  channel  more  income  into  the  hands  of 
the  elderly,  who  are  a  steadily  expanding  group  of  "aggressive  con- 
sumers" as  one  economist  has  noted.  This  in  turn  should  encourage  the 
growth  of  productive  facilities  to  meet  the  resulting  demand,  not  only 
for  the  bare  necessities  but  for  a  great  variety  of  discretionary  goods 
and  services. 

Lacking  either  the  mandate  or  the  means  to  solve  the  economic 
problems  that  are  so  much  in  evidence  at  this  moment  -  much  less  to 
canment  on  various  new  crises  that  may  transpire  in  the  future  -  the 
Commission  nevertheless  feels  that  a  workable  system  of  retirement  in- 
cone  can  becone  a  reality  during  the  present  decade,  and  that  it  can  be 
so  designed  as  to  make  a  positive  contribution  to  economic  development 
in  both  the  short  and  the  long  term. 


EQUITY 

In  the  1980s  we  may  expect  continuing  calls  for  equity  among  indi- 
viduals and  among  groups  in  Canadian  society.  Judgment  by  the  public  of 
various  arrangements  for  retirement  income  will  be  based  on  a  perception 
of  fairness.  At  present  certain  inequities  exist  -  or  are  often  thought 
to  exist  -  between  the  young  and  old,  men  and  wc«nen,  high  income  and  low 
incone  workers,  and  between  pension  plan  sponsors  and  members.  Some 
movement  towards  removing  these  perceived  inequities  is  observable  at 
present,  although  cost  considerations  are  often  cited  as  a  reason  for 
the  slow  rate  of  improvement. 

Young  and  Old 

Changes  in  Canada's  population  growth  have  raised  concern  about  the 
future  funding  and  contribution  structure  of  the  CPP.  It  is  important 
that  the  plan  reflect  the  long-term  effects  of  the  birth  rate  and  immi- 
gration so  that  inter-generational  transfers  will  be  accepted  as  a  fair 
distribution  of  both  cost  and  benefits  as  between  the  younger  and  older 
groups . 


While  looking  toward  the  future,  we  must  not  overlook  the  interests 
and  needs  of  the  very  large  group  already  retired,  including  those  v^rf^o 
never  were  in  a  position  to  benefit  from  the  Canada  Pension  Plan:  peo- 
ple who  ceased  work  before  the  plan  went  into  effect;  others  v\iio  retired 
before  1976  and  hence  receive  only  partial  plan  benefits;  and  still  mDre 
who  had  little  or  no  attachment  to  the  labour  force  but  nevertheless 
contributed  to  society  according  to  their  capacities,  often  as  home- 
makers  . 

Employment  pension  plans  v^ich  continue  to  lock-in  contributions 
without  updating  of  benefits  and  with  emphasis  on  real  tenefits  only 
for  long-service  older  workers,  will  continue  to  foster  a  sense  of 
injustice,  reflected  in  a  high  rate  of  job  termination  among  younger 
enployees,   and  a  consequent  loss  of  eventual  pension  entitlement. 

Continuing  inflation,  even  at  a  more  moderate  rate,  will  create 
demands  by  retired  vvorkers  for  increases  in  their  pensions,  and  these 
demands  will  conflict  with  those  of  active  wDrkers  for  inproved  benefits 
at  retirement. 

Men  and  Women 

Legislation  requiring  equal  pay  for  substantially  equal  work  would 
have  iirportant  long-term  effects  on  the  level  of  pension  benefits  for 
women.  With  increasing  participation  of  women  in  the  vork-force,  earn- 
ing their  cwn  pensions,  their  traditional  position  as  spouse-dependent 
will  change;  the  relative  importance  of  survivor  benefits  may  gradually 
decline  as  wDmen  obtain  more  income  in  their  own  right.  With  the  re- 
sulting iitprovement  in  the  position  of  elderly  vomen,  especially  single 
women,  there  will  be  fewer  demands  on  government  programs  of  income 
supplementation.  Other  developments  in  the  status  of  women,  including 
legislation  and  practice  affecting  the  division  of  CPP  and  other  pension 
credits  during  or  after  marriage,  are  likely  to  reduce  or  eliminate  many 
existing  inequities  between  iiBles  and  females,  v\*iether  those  inequities 
arise  from  pension  arrangements  as  such,  or  from  other  occupational  and 
social  conditions. 

The  reality  of  sharply  different  life  expectancies  between  men  and 
women  presents  a  continuing  problem  in  achieving  equality  where  pensions 
are  to  be  provided  from  equal  accumulations  in  RRSPs  and  money-purchase 
plans . 

Special  measures  are  emerging  to  recognize  the  particular  work 
patterns  of  v\omen.  An  example  is  the  proposed  child-rearing  dropout  in 
the  Canada  Pension  Plan. 

High  Income  and  Low  Income  Groups 

Different  components  of  the  retirement  income  picture  today  reflect 
a  general  acceptance  of  the  principle  that  government  programs  should  be 


directed  toward  those  at  the  lower  end  of  the  inccme  spectrum;  those  in 
higher  brackets  are  assumed  to  have  proportionately  greater  responsi- 
bility for  their  own  financial  security.  This  principle  is  reflected 
not  only  in  the  incone- tested  nature  of  transfer  payments  (GIS,  GAINS) 
but  in  the  presence  of  an  earnings  ceiling  in  the  Canada  Pension  Plan 
which  places  a  limit  on  contributions  and  benefits.  The  same  principle 
is  implicit  in  certain  maximums  applicable  to  tax-sheltered  RRSP  con- 
tributions, and  dollar  limits  on  the  deductibility  for  tax  purposes  of 
pension  income  and  related  amounts.  Because  there  can  be  no  single 
boundary  between  high  and  low  incones,  equity  in  public  programs  is  cus- 
tonarily  assessed  according  to  whether  they  are  progessive  or  regressive 
and  to  what  degree.  Any  one  program  or  a  combination  of  programs  is 
considered  to  be  progressive  if  its  effect  is  to  redistribute  income 
from  those  with  more  to  those  with  less.  Thus,  for  instance,  the  notion 
of  voluntary  CPP  contributions  for  housewives  has  met  the  objection  that 
such  a  provision  would  mean  very  little  to  low- income  families,  but 
would  offer  a  heavily  subsidized  benefit  for  those  who  could  afford  to 
contribute. 

The  1980s  may  see  increased  use  of  incone  tax  credits  for  redistri- 
bution of  incone.  The  tax  system  is  available,  enforceable,  accessible 
to  all  Canadians  whether  incone  earners  or  not,  and  based  on  progressive 
taxation  principles.  If  the  diversity  of  retirement  income  programs 
ultimately  stands  in  the  way  of  achieving  a  rationalized  system,  there 
may  be  a  shift  to  a  guaranteed  annual  incone  approach,  at  least  for  the 
elderly. 

Pension  Plan  Sponsor  and  Plan  Member 

Equity  in  anployment  pension  plans  as  between  the  employer-sponsor 
and  employee-member  still  seems  difficult  to  achieve;  and  even  when 
achieved  it  may  be  difficult  to  perceive.  Where  tlie  employer  undertakes 
to  provide  a  pension,  or  simply  to  support  a  given  level  of  money- 
purchase  accumulation,  that  employer's  management  of  the  fund  is  often 
conducted  in  an  atmosphere  of  deep  n^stery,  at  least  in  the  eyes  of  the 
members.  Public  concern  over  the  financial  stability  of  some  pension 
plans  is  too  easily  translated  into  a  lack  of  confidence  in  the  employ- 
ee's own  plan;  or  a  conparison  of  the  noninal  interest  rates  set  out  in 
that  plan  with  the  much  higher  rates  prevailing  in  the  market  may  lead 
to  suspicion  that  the  anployer  is  making  noney  at  the  members'  expense. 

Moves  toward  more  disclosure  of  plan  information  to  employees 
thus  far  have  been  hesitant  and  frequently  confusing.  Implications  of 
unfunded  actuarial  liabilities  in  defined  benefit  plans  are  not  easily 
explained  to  the  layman,  nor  is  the  relationship  between  employee  con- 
tributions and  enployer  costs.  If  equity  is  to  be  demonstrated  in  group 
funding  arrangements  (as  discussed  earlier  in  this  chapter)  it  becomes 
necessary  either  to  find  new  techniques  for  "meaningful  disclosure"  or 
to  have  recourse  to  simpler  plan  designs.  Pressure  is  also  seen  for 
more  onployee  participation  in  decision-making,  perhaps  through  repre- 


sentation  on  conpany  pension  conimittees.  These  issues  reflect  the  basic 
and  justifiable  concern  of  individuals  for  security  of  their  future 
incone.  Answers  must  be  found  if  employment  pensions  are  to  play  a  role 
of  any  significance  in  a  future  retirement  incone  system. 


CONCLUSION 

The  thinking  and  analysis  in  this  report  have  been  shaped  by  the 
underlying  factors  just  discussed.  The  Commission's  recommendations  are 
designed  to  fit  the  pattern  of  change  the  Commission  sees  ahead.  As 
will  be  seen  fron  our  overview  of  the  problems  inherited  fron  the  1970s 
and  preceding  decades,  that  pattern  of  change  is  the  product  of  numerous 
processes,  often  related  but  sometimes  conflicting,  in  which  people's 
wants  find  new  forms  of  expression  and  begin  to  be  met  through  adjust- 
ments and  innovations  of  various  types  and  degrees.  As  with  all  other 
econcmic  processes,  the  consumer  is  at  the  centre,  as  the  ultimate 
beneficiary  of  any  pension  system  and  the  victim  of  its  imperfections. 
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Chapter  2 


Aging,  Retirement,  and  Pensions 


The  study  of  pensions  and  retirement  involves  learning  about  aging 
and  the  aged.  The  study  of  aging  has  two  broad  aspects:  it  refers  to 
the  life  cycle  of  individuals,  and  it  refers  to  the  life  cycle  of 
society  or  to  the  aging  of  a  population. ( 1 )  Unlike  individuals,  a 
population  does  not  necessarily  age  or  grow  old;  it  may  be  said  to  be 
aging  vvtien  it  is  not  reproducing  itself  because  its  fertility  rate  is 
declining.  A  population  is  stable  when  the  fertility  rates  are  such 
that  the  population  replaces  itself.  The  Commission  discusses  demogra- 
phy in  later  chapters  of  the  report  to  ascertain  whether  Canada '  s  is  an 
aging  population  and  the  implications  for  the  future.  In  this  chapter 
we  will  examine  individual  aging  and  our  social  attitudes  toward  aging 
and  retirement.  We  will  then  consider  the  provision  of  income  in 
retirement  and  the  nature  of  a  pension. 


ATTITUDES  TOWARDS  AGING 

Aging  is  a  gradual  irreversible  biological  process  affecting  all 
living  creatures  vs^ereby  their  organisms  change  over  time  as  a  result  of 
the  passage  of  time.  Aging  may  or  may  not  involve  physical  or  mental 
deterioration.  Earlier  research  was  based  on  the  notion  of  aging  as 
associated  with  mental  and  social  decline  and  physical  debilitation.  ( 2) 
Recent  work  does  not  support  this  theory:  "No  significant  mental  and 
social  decline  appears  to  be  due  to  aging  as  such. "(3) 

There  is  a  correlation  between  age  and  biological  capacity.  Phys- 
ical appearance  changes  over  time.  There  is  a  mutual  relation  between 
old  age  and  disease:  disease  hastens  aging  and  age  renders  the  older 
person  more  subject  to  disease.  (4)  Current  literature  as  described  by 
Robert  Clark(5)  shows  that  aging  results  in  slowed  perception  and 
response  and  diminished  capacity  for  short-term  retention  of  informa- 
tion. However,  the  capacity  for  reasoning  and  judgment  suffers  little 
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impairment  with  age,  any  slowing  of  comprehension  being  counterbalanced 
by  greater  depth  of  knowledge.  Only  relatively  small  changes  in  an 
individual's  ability  to  perform  in  the  work  place  are  associated  with 
age  itself.  Compensatory  factors  may  be  at  work  in  that  as  certain 
skills  decline  others  improve;  reflexes  may  slow  but  judgment  may  im- 
prove. However  the  older  person  has  difficulty  learning  new  responses 
and  overconing  old  habits.  An  older  person's  attitudes  are  more  "set." 

Although  aging  begins  at  birth,  it  affects  each  person  differently. 
As  one  study  observed:  "Chronological  age,  of  necessity,  is  used  to 
categorize  individuals  for  administrative  purposes  but  age  is  a  very 
poor  predictor  of  behavior,  personality  characteristics  or  attitudes. 
In  addition,  individual  differences  among  the  old  are  larger  than  among 
any  other  age  group. "(6)  Because  the  effects  of  aging  vary  with  the 
individual  we  must  be  careful  to  avoid  stereotyping  the  old  as  feeble, 
dependent,  and  lonely.  Some  are  dependent  and  some  are  not.  Some  are 
healthy  and  some  are  not. 

Daniel  Baum(7)  describes  the  negative  stereotyping  of  the  aged: 

"The  stereotype  views  the  elderly  as  predominantly  sick  and  dis- 
abled. Their  mental  faculties  are  seen  as  severely  reduced;  they 
are  fixed  in  their  notions  and  are  either  inconsequentially  garru- 
lous or  silent  and  withdrawn.  Their  morale  is  low,  they  complain 
continually  and  regret  the  passing  of  the  old  days.  This  makes 
them  disagreeable  companions.  They  have  no  inclination  or  capaci- 
ties for  activities  more  demanding  than  watching  television.  They 
mostly  live  alone  and  are  totally  isolated  from  the  social  point  of 
view." 

Simone  de  Beauvoir  comments  on  other  aspects  of  society's  view  of 
the  aged: 

"They  still  retain  the  virtues  and  faults  of  the  men  they  were  and 
still  are:  and  this  is  something  that  public  opinion  chooses  to 
overlook.  If  old  people  show  the  same  desires,  the  same  feelings 
and  the  same  requirements  as  the  young,  the  world  looks  upon  them 
with  disgust;  in  them  love  and  jealousy  seem  revolting  or  absurd, 
sexuality  repulsive  and  violence  ludicrous.  They  are  required  to 
be  a  standing  example  of  all  the  virtues.  Above  all  they  are 
called  upon  to  display  serenity:  the  world  asserts  that  they 
possess  it,  and  this  assertion  allows  the  world  to  ignore  their 
unhappiness . " ( 8 ) 

These  negative  attitudes  toward  the  elderly  arise  on  a  basic  level, 
first  from  the  fact  that  growing  old  inevitably  leads  to  the  ultimate 
physiological  decline  and  death.  Second,  society  associates  youth  with 
beauty  to  such  an  extent  that  the  old  are  seen  as  ugly,  and  these  attri- 
butes are  so  valued  that  aging  is  to  be  avoided  as  long  as  possible. 
The  old  are  complimented  on  their  ability  to  remain  and  to  look  "young," 
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or  healthy  and  vigorous.  The  oiphasis  on  beauty  is  particularly  diffi- 
cult for  women  who  are  continually  exhorted  to  be  and  remain  physically 
attractive.  TViroughout  history  and  literature  old  women  are  the  least 
admired. (9) 

Ihird,  and  perhaps  most  significantly  fron  a  social  point  of  view, 
the  old  are  considered  by  many  to  be  inactive,  unproductive,  and 
dependent.  "Senior  citizens  are  those  usually  removed  from  the 
mainstream  of  econonic  life.  They  are  by  societal  definition  not  the 
productive  members  of  the  community.  They  represent  a  drain  on  the 
community."  (10) .  According  to  the  Concise  Oxford  Dictionary,  the  very 
word  "retire"  means  to  withdraw,  retreat,  seek  seclusion  or  shelter, 
recede;  to  cease  fron  or  give  up  office  or  profession  or  enployment. 

Part  of  the  reason  for  society's  feelings  about  the  elderly  is  that 
being  productive  is  so  highly  valued  in  our  society.  In  Qitario,  98  per 
cent  of  men  between  the  age  of  25  and  65  are  in  the  labour  force.  (11) 
Almost  60  per  cent  of  women  between  the  ages  of  25  and  65  are  in  the 
labour  force,  and  if  one  includes  homemaking  duties  as  "work,"  most 
women  are  productive.  Today  there  is  virtually  no  leisure  class  save 
the  retired,  and  work,  not  retirement,  has  social  status  and  social 
worth.  The  Econonic  Council  of  Canada's  study  of  the  Canadian  labour 
market  found  that 

"studies  show  that  Canadians  are  strongly  motivated  to  work  and 
regard  work  as  the  principal  vehicle  to  success.  They  enjoy  being 
productive;  they  work  not  only  because  they  have  to  but  also  be- 
cause they  like  to;  and  the  majority  obtain  some  degree  of  satis- 
faction from  their  jobs.  In  terms  of  their  sense  of  commitment  and 
self-fulfilment,  Canadians  rank  work  second  only  to  their  family 
ties  or  in  some  cases,  their  friends. "(12) 

And  of  course,  people  rely  on  income  derived  from  employment  for  their 
livelihood.  Employment  income  constitutes  the  bulk  of  family  income. 
Fully  87.3  per  cent  of  family  income  in  1973  was  derived  from  wages  and 
salaries  and  net  income  from  self-employment. (13) 

Our  negative  attitudes  have  made  us  look  upon  the  elderly  as  a 
group  apart.  We  do  not  like  the  words  old,  aged,  and  elderly  so  we  have 
called  our  aged  "senior  citizens"  to  mask  our  ambivalence.  Not  only 
have  negative  attitudes  towards  aging  contributed  to  this  isolation  of 
the  old  but  our  social  institutions  perpetuate  this  isolation.  Yet  a 
senior  cititzen  is  not  a  lesser  citizen. 

Perhaps  the  major  factor  contributing  to  the  creation  of  a  class 
apart  is  society's  fixation  with  age  65.  Our  laws  imply  that  those 
turning  65  are  incapable  of  working  or  ought  not  to  be  working.  One  may 
be  oorapulsorily  retired  at  age  65.  Our  public  retirement  pensions  begin 
at  age  65,  namely  Old  Age  Security  and  Canada  Pension  Plan.  One  obtains 
a  special  tax  exemption  merely  by  being  65.   Unemployment  insurance 
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premiums  cease  at  age  65.  Persons  attaining  age  65  obtain  CHIP  coverage 
without  payment  of  premiums,  and  certain  drug  benefits  are  free.  In 
addition,  a  wide  range  of  other  benefits  are  available  in  the  form  of 
discounts  offered  by  transportation  companies,  the  entertainment 
industry,  and  educational  institutions. 

We  entrench  age  65  without  regard  to  the  physical  capabilities  or 
desires  of  individuals.  Our  ambivalent  attitudes  about  aging  permeate 
our  social  institutions.  On  the  one  hand,  because  of  a  distaste  for  the 
elderly,  employers  do  not  want  to  hire  them  and  on  the  other,  because  of 
respect  and  paternalism,  society  feels  the  elderly  have  worked  long  and 
hard  and  may  now  rest. 

It  is  time  to  re-evaluate  our  treatment  of  the  elderly.  It  seems 
to  the  Commission  that  the  elderly  should  be  fully  integrated  in  the 
life  process  and  in  social  programs.  Many  of  society's  custons  are  part 
of  the  reason  for  the  isolation  of  the  old  and  negative  attitudes 
towards  the  old. 

Attitudes  Towards  Retirement 

In  the  past,  one  was  economically  productive  until  one  died  or  was 
incapable  of  working.  Today,  v^  have  a  large  group  of  elderly  persons 
who  stop  working  and  enter  a  phase  of  life  called  "retirement."  Two 
profound  changes  have  occurred  vdnich  created  this  situation.  The  expec- 
tation of  life  at  birth  has  changed  from  18  years  under  the  Remans  to  70 
years  for  men  and  77  years  for  women  in  Canada  today.  (14)  Since  1941 
alone,  male  life  expectancy  increased  by  7  years  and  female  life  expec- 
tancy increased  by  10  years.  (15)  In  1931  the  average  age  of  death  was 
about  44  years  but  in  1971  it  was  63  for  men  and  68  for  women. 

The  second  major  change  is  that  our  society  is  sufficiently 
affluent  to  contribute  to  the  support  of  elderly  dependants.  In  some 
cultures  the  old  were  killed  or  expelled  because  the  society  could  not 
afford  to  support  those  who  hsecame  economically  unproductive.  In  our 
own  past  the  unproductive  elderly  were  cared  for  by  members  of  the 
family.  Today  society  assumes  responsibility  for  the  economically 
unproductive.  Our  relative  wealth  permits  a  freedom  of  choice  not 
previously  available. 

Retirement  is  not  a  satisfactory  word  to  describe  the  later  stages 
of  one's  life  insofar  as  it  connotes  withdrawal.  It  is  as  difficult  to 
define  as  "old."  One  may  be  "retired"  and  yet  continue  to  work  for 
another  enployer  or  in  a  different  fashion.  A  professional  athlete  may 
"retire"  at  an  early  age.  To  some  people  one  is  in  the  category  of 
"retired"  simply  because  one  is  65,  and  to  most  retirement  implies  old 
age. 

In  a  way,  retirement  is  the  social  adjunct  of  aging.  In  social 
science  literature  there  are  two  main  theories  of  aging:   the  disen- 
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gagement  theory  and  the  activity  theory,  (15)  The  disengagement  theory 
emphasizes  retirement  as  withdrawal  on  the  part  of  the  individual  and 
society.  The  individual  withdraws  from  commitments  to  various  social 
roles,  and  society  withdraws  support  from  the  individual,  as  in  the  case 
of  oonpulsory  retirement.  As  a  person  ages,  he  or  she  will  have  fewer 
interactions  with  other  persons. 

The  activity  theory  holds  that  continued  productivity  and  social 
interaction  are  essential  to  human  satisfaction  and  well-being.  The 
theory  assumes  a  continuation  of  lifestyles  into  retirement  and  accounts 
for  reduced  activity  by  decreased  energy. 

Each  theory  represents  a  different  perspective  on  retirement.  The 
activity  theory,  with  its  emphasis  on  continued  involvement,  may  be  the 
attitude  of  the  future  and  may  more  accurately  reflect  popular  opinion 
about  what  retirement  should  be.  Today's  retirees  reflect  the  work 
ethic,  and  their  activities  are  congruent  with  their  past  lives.  Early 
retirement  today  is  associated  with  ill  health  because  its  social  ac- 
ceptance hinges  cm  the  claiming  of  ill  health.  Tomorrow's  retirees  are 
likely  to  be  better  educated,  in  better  health,  more  active,  and  more 
affluent  than  today's  retirees,  and  retirement  is  likely  to  be  viewed 
more  creatively.  Tomorrow's  retirees  view  retirement  as  an  earned 
privilege,   and  this  attitude  will  free  them  to  pursue  leisure  actively. 

Our  sociologist  Dr.  Kubat  has  pointed  out  that  attitudes  towards 
retirement  are  determined  by  attitudes  towards  work  and  these  differ 
from  one  generation  to  another.  Persons  vi^o  are  middle-aged  and  older 
today  view  work  as  the  norm,  (housework  for  females),  and  retirement 
therefore  represents  a  discontinuity  of  self-definition  particularly  in 
males.  Dr.  Kubat  points  out  that  this  attitude  may  change  with  the 
baby  boom  generation  who  were  raised  in  a  permissive  society  and  have 
primary  ties  with  their  age  peers.  Today's  young  adults  do  not  share 
the  same  traditional  outlook  on  work  nor  the  same  work  ethos.  They  may 
drop  out  of  the  labour  force  as  alternate  support  funds  becone  available 
and  may  alternate  employment  with  other  irembers  of  the  household. 

With  the  growth  of  the  affluent  society  and  the  longevity  of  its 
citizens,  the  concept  of  retirement  has  come  to  refer  to  a  time  of  life 
when  one  may  live  comfortably  without  the  necessity  of  earning  a  living. 
Retirement  has  become  a  matter  of  right  and  a  reward  for  years  of  la- 
bour. As  a  social  institution  retirement  is  the  "right  to  an  income 
without  holding  a  job." (16)  That  being  the  case  one  must  next  consider 
how  that   income  is  or  ought  to  be  provided  in  retirement. 


INCOME   IN  RETIREMENT 


In  the  past  if  one  wanted  to  stop  working  one  had  to  have  accumu- 
lated sufficient  savings  or  one  had  to  rely  upon  the  charity  of  others. 
Few  people  were  wealthy  enough  to  have  a  few  years  of  rest  before  death. 
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People  relied  upon  themselves.  Except  for  municipal  relief  to  indigents 
and  the  beneficence  of  employers  to  long-service  employees,  formal  em- 
ployment pension  plans  and  government  programs  for  the  elderly  developed 
only  in  this  century. 

A  variety  of  views  were  expressed  to  the  Commission  concerning  the 
respective  roles  of  the  individual,  the  employer,  and  government  in  pro- 
viding for  income  in  retirement.  The  briefs  clearly  show  and  the 
Commission  agrees  that  the  individual,  government,  and  the  employer  have 
roles  to  play  in  the  provision  of  retirement  income. 

Ontario  Association  of  Professional  Social  Workers,  Brief  136 

"It  is  surely  clear  that  all  aspects  of  any  standard  of  living 
which  may  be  conceived  for  a  retired  person  in  our  society  must 
depend,  in  the  final  analysis,  upon  the  individual,  his  family 
status,  his  geographical  location,  his  ethnic,  cultural  and 
religious  background,  his  health,  and  a  multitude  of  other  factors 
which  can  scarcely  be  channeled  from  individual  to  individual." 
(page  2) 

Canada  Permanent  Mortgage  Corporation,  Canada  Permanent  Trust  Company, 
Brief  151 

"Canada  Permanent  is  a  major  financial  institution  and  corporate 
employer,  and  in  both  of  these  roles  the  company  believes  that  the 
expectation  of  employees  can  best  be  fulfilled  by  a  combination  of 
public,  private  employer  and  individual  systems.  The  Permanent 
attaches  great  importance  to  maintaining  the  present  degree  of 
freedom  which  each  corporation  has  to  reward  its  employees  in 
different  ways,  an  integral  part  of  the  total  compensation  being 
deferred  compensation  in  the  form  of  pensions.  Further,  the 
Permanent  believes  that  the  spirit  of  individual  self-reliance 
which  has  characterized  the  growth  of  this  country  must  be  main- 
tained, and  therefore  strongly  believes  in  the  provision  of  vehi- 
cles v>hereby  each  individual  may  make  his  own  saving  to  meet  his 
own  desires  and  needs  during  retirement."  (page  1) 

Ontario  Advisory  Council  on  Senior  Citizens,  Brief  154 

"Work-related  pensions  cannot  at  this  time  provide  sufficient  in- 
come for  all  those  in  later  years.  Therefore  the  government  must 
accept  the  responsibility  of  ensuring  that  all  senior  citizens  have 
sufficient  income  to  meet  their  basic  needs."  (page  2) 

Canadian  Institute  of  Actuaries,  Brief  225 

"The  extensive  debate  on  pensions  to  date  has  taken  place  despite 
the  fact  that  a  vital  ingredient  has  been  missing:  the  problem  has 
not  been  clearly  defined.   It  seems  that  a  preoccupation  with  group 
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pension  planning  has  drawn  us  away  from  the  real  problem  -  individ- 
ual retirement.  Group  pension  planning  cannot  provide  the  answer 
to  the  problem  because  we  are  not  dealing  with  one  homogeneous 
group  or  even  with  a  small  number  of  different  homogeneous  groups. 
We  have  to  deal  with  several  million  individual  people  with  their 
own  personal  problems,  desires  and  expectations.  Retirement,  the 
real  problem,  is  an  individual  social  problem,  and  no  group  finan- 
cial programme  can  ever  be  a  complete  solution,  (page  1) 

"There  are  a  number  of  possible  roles,  not  necessarily  mutually  ex- 
clusive, for  government  in  retirement  planning.  The  first  is  to  be 
a  provider  of  benefits.  This  will  be  necessary  at  least  for  the 
inevitable  group  dependent  upon  society  for  support  for  any  of  a 
variety  of  reasons  other  than  an  unwillingness  (but  not  an  inabil- 
ity) to  work.  Governments  can,  and  do,  extend  their  role  of  pro- 
vider of  benefits  into  areas  supplementary  to  welfare  through  so- 
cial insurance  plans  such  as  the  Canada/Quebec  Pension  Plans. 

"Secondly,  as  an  alternative  to,  or  supplementary  to,  the  role  of 
provider,  the  government  can  adopt  the  role  of  regulator  (e.g. 
Pension  Benefits  Act)  and  can  also  provide  important  standards  such 
as  minimum  pension  legislation,  anti-discrimination  legislation, 
minimum  normal  retirement  ages,  and  initiate  trends  and  social 
attitudes. 

"The  role  of  an  employer  should  be  to  provide  reasonable  total  can- 
pensation  in  return  for  the  labour  provided  by  his  employees.  It 
becomes  an  individual  decision  between  employer  and  employee  how 
this  compensation  should  be  allocated  between  direct  cash  compen- 
sation, non-cash  current  compensation,  and  indirect  or  deferred 
compensation  to  provide  sick  pay,  death  benefits,  pension  and  so 
on.  (page  14) 

"Finally,  there  is  the  most  important  third  party  in  the  planning 
process,  the  individual.  Recent  social  developments  in  the  welfare 
area,  exacerbated  by  the  devastating  effects  of  high  inflation  on 
personal  saving,  have  created  an  atmosphere  in  which  increasing 
numbers  of  individuals  have  come  to  rely  en  someone  else  to  protect 
them.  We  are  in  Canada  beconing  infected  by  the  British  disease  of 
cradle-to-grave  social  security.  The  trend  must  be  reversed  and 
the  only  way  is  by  developing  a  new  store  of  value  for  personal 
saving  to  enable  individuals  to  become  self-reliant  again,  (page 
15) 

"It  is  obviously  socially  desirable  that  elderly  people  living  on 
pensions  should  have  an  adequate  amount  of  income  to  provide  for  a 
reasonable  standard  of  living.  This  incone  can  cone  from  only  two 
sources : 
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(a)  intergenerational  transfer  payments  from  current  producers; 

(b)  deferment  of  some  benefits  out  of  current  production  into 
capital  investment  in  productive  resources  for  retirement 
consunption."  (page  17) 

Mr.  D.  Eastman,  Brief  318 

"I  look  to  retirement  income  to  provide  the  difference  between 
survival  and  some  greater  level  of  comfort.  That  greater  level  of 
comfort  should  be  based  not  on  what  I  would  like  -  but  on  how  much 
current  purchasing  power  and  present  pleasures  I  am  willing  to 
forego  to  pay  for  it.  The  only  retirement  income  I  want  is  one 
that  I  pay  for.  Anything  else  is  either  private  or  public  welfare. 
By  the  same  token,  I  don't  want  any  less  than  \*iat  I've  paid  for." 
(page  1) 

Trust  Companies  Association  of  Canada,  Brief  361 

"Private  employer-sponsored  plans  have  the  primary  objective  of 
generating  more  adequate  income  protection  for  a  majority  of  the 
working  population.  Ultimately,  pensions  are  designed  for  indi- 
viduals, and  the  uniqueness  of  each  person's  circumstances  requires 
personal  responsibility,  planning  and  therefore  savings.  Freedom 
of  choice  to  plan  one's  own  future  retirement  highlights  the  im- 
portance of  individual  initiative.  Individuals  have  different 
preferences  for  earlier  or  later  retirement,  and  different  income 
needs  during  retirement.  Voluntary  personal  savings  meet  this 
flexibility  objective,  endorse  the  principles  of  independence  and 
self-reliance,  and  permit  an  individual  to  balance  his  current 
spending  with  savings  for  future  needs."    (page  II-3) 

Role  of  Individual 

There  is  general  agreement  that  retirement  is  an  individual  matter 
and  that  ultimately  the  individual  is  responsible  for  his  or  her  own 
retirement.  The  Commission  places  the  prime  responsibility  for  provid- 
ing retirement  income  on  the  individual.  Individual  needs  and  desires 
require  flexibility,  which  cannot  be  given  by  group  programs  or  univer- 
sal social  programs. 

Secondly,  the  Commission  thinks  that  self-reliance  should  be  en- 
couraged and  rewarded.  Although  the  development  of  social  security 
programs  and  group  benefits  and  group  insurance  reflect  an  increasing 
socialization  and  reliance  on  institutions,  greater  emphasis  must  be 
placed  on  individual  planning  in  the  future.  Our  society  should  not 
reach  a  stage  of  social  "over-insurance"  where  individual  effort  seems 
futile  or  unrewarding.  There  should  be  real  econonic  value  to  work,  and 
to  work  and  save  should  have  greater  value  than  not  working  and  not 
saving.  This  principle  should  be  adopted  throughout  the  entire  social 
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security  network.   Government  programs  must  avoid  disincentives  to 
individual  initiative. 

Thirdly,  individual  planning  for  retirement  results  in  efficient 
allocation  of  resources.  People  then  save  for  their  cwn  needs  and  uti- 
lize savings  as  they  see  fit. 

Individuals  plan  for  retirement  in  many  ways.  They  take  advantage 
of  the  considerable  tax  savings  available  through  Registered  Retirement 
Savings  Plans  (RRSPs)  which  are  tax  sheltered  plans  aimed  at  the  accumu- 
lation of  funds  to  provide  income  in  retirement.  Individuals  save  in 
ways  that  may  or  may  not  result  in  a  tax  advantage.  They  look  to  their 
hones  as  a  source  of  security  in  retirement.  They  may  look  to  personal 
savings  as  well  as  investments,  annuities,  and  the  like. 

This  report  will  be  examining  the  income  of  the  retired  in  Chapter 
4  and  retirement  income  fron  RRSPs  and  other  retirement  arrangements  in 
Chapter  7. 

Role  of  Government 

While  the  Canmission  emphasizes  the  primary  role  of  the  individual 
it  recognizes  that  "government"  or  "society"  has  a  responsibility  in  the 
provision  of  retirement  income.  The  Conmission  has  characterized  three 
general  roles  of  government  as  an  anti-poverty  role,  a  social  security 
role,  and  a  social  incentives  role. 

Generally  speaking,  most  people  agree  that  society  should  assist 
non-productive  people  and  contribute  to  the  relief  of  poverty  of  all 
citizens.  Society  clearly  accepts  this  anti-poverty  role  of  government 
towards  the  elderly.  The  elderly  were  one  of  the  first  subjects  of 
social  legislation  (after  disabled  workmen  and  war  veterans),  and  there 
is  complete  agreement  by  the  public  that  society  should  assist  persons 
in  need  during  their  retirement  years.  The  federal  government  adminis- 
ters the  Guaranteed  Income  Supplement  (GIS)  which  is  an  income-tested 
payment  paid  to  low-incone  recipients  of  the  old  age  pension.  The  fed- 
eral government  also  administers  a  similar  program  for  needy  spouses  of 
pensioners  aged  60  to  64.  Ontario  administers  the  Guaranteed  Annual 
Income  System  (GAINS)  which  is  an  income-tested  benefit  added  to  the 
amounts  received  fron  the  federal  programs  and  the  program  provides  a 
guaranteed  annual  income  for  the  elderly.  In  addition  a  wide  range  of 
benefits  and  services  are  provided  to  the  needy  elderly  such  as  subsi- 
dized housing  and  tax  credits. 

The  second  role  of  government,  the  social  security  role  has  devel- 
oped during  this  century  where  government  assumes  functions  formerly 
done  en  an  individual  basis.  This  provision  is  made  to  provide  benefits 
collectively  and  costs  are  paid  through  general  taxes  as  in  the  case  of 
the  old  age  security  pension  or  with  the  aid  of  special  premiums  as  in 
the  case  of  health  insurance.   Another  example  is  the  Canada  Pension 
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Plan  \4iere  a  collective  scheme  helps  individuals  provide  for  their  own 
retirement.  Workers  make  contributions  for  retirement  benefits  based 
upon  a  worker's  lifetime  earnings.  The  irore  one  earns,  the  more  one  re- 
ceives at  retirement  to  a  maximum.  This  program  is  seen  by  many  as  an 
earned  right  rather  than  as  welfare  even  though  the  contributor '  s  even- 
tual retirement  benefits  exceed  the  value  of  his  or  her  contributions  in 
the  majority  of  cases  at  the  present  time. 

The  Old  Age  Security  (OAS)  benefit  paid  to  all  Canadians  over  65 
which  is  not  based  on  need  and  which  is  not  a  contributory  schem.e  is 
wore  difficult  to  rationalize.  The  same  is  true  of  all  universal  bene- 
fits such  as  free  CHIP  coverage  and  free  drugs  to  all  over  65  regardless 
of  need.  On  one  level  they  can  be  said  to  be  on  an  "assumed  need"  basis 
in  that  they  imply  that  all  persons  over  65  need  additional  income  and 
assistance.  Historically  they  can  be  justified  on  this  basis  since  imny 
elderly  are  poor.  Also,  as  a  universal  payment  CAS  gives  a  retirement 
income  to  persons  viho  may  not  have  been  gainfully  employed,  such  as  the 
disabled,  or  to  homemakers  v*io  have  little  or  no  earnings  outside  the 
home.  Further,  a  pervasive  attitude  towards  the  elderly  is  that  they 
deserve  a  greater  share  of  social  assistance  because  they  are  old,  and 
by  implication,  because  they  have  worked  productively  for  a  lifetime. 

New  Era  Seniors  Association,  Brief  334 

"It  is  our  firm  contention  that  a  senior  citizen  is  entitled  to  an 
adequate  pension  as  an  earned  right  for  the  contribution  he  or  she 
has  made  to  the  gross  national  product  of  our  country."  (page  2) 

Mr.  S.  Smith,  Brief  82 

"A  pension  is  a  social  contract.  The  pensioner  by  the  very  nature 
of  things  must  be  a  burden  on  those  working  to  make  the  necessities 
and  luxuries  he  needs  to  live.  The  persons  working  accept  this 
burden  because  they  hope  that  they  in  turn  will  receive  the  same 
support  frcan  a  younger  generation  when  it  becomes  their  turn." 
(page  2) 

Canadian  Institute  of  Actuaries,  Brief  225 

"...All  developed  societies  protect  their  children  since  from  them 
comes  the  future  security  of  the  society.  Protection  and  support 
for  the  elderly  arise  out  of  gratitude  and  compassion,  which  are 
more  fragile  motivations."  (page  2) 

However,  these  rationalizations  do  not  really  explain  a  universal 
program  such  as  Old  Age  Security.  It  is  a  social  security  anomaly  in 
that  it  is  not  based  on  need,  is  not  related  to  social  insurance  earn- 
ings or  premiums  and  does  not  cperate  as  an  incentive  for  individuals  to 
provide  for  retirement.  Canada  is  one  of  the  few  countries  in  the  world 
to  have  such  a  program.  All  of  the  government  programs  and  other  bene- 
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fits  are  discussed  in  Qiapters  5,   6,   and   7  and  Volume  V  of    the   report 
deals  in  depth  with  the  Canada  Pension  Plan. 

In  its  third  role,  government  is  involved  in  encouraging  behaviour 
to  achieve  certain  social  goals.  This  might  be  called  the  social  in- 
centives role  of  government.  Government  legislates  to  stimulate  the 
economy  when  grants  are  given  for  relocation,  redevelopment,  or  job 
creation.  Ihe  degree  of  regulation  in  an  area  may  act  as  a  stimulant  or 
deterrent.  The  tax  system  is  often  used  to  stimulate  behaviour.  The 
government  is  involved  in  many  ways  to  encourage  the  provision  of  re- 
tirement income.  Tax  deductions  are  permitted  for  contributions  by 
enployers  and  employees  to  registered  pension  plans  as  well  as  contribu- 
tions to  other  registered  arrangements  such  as  Deferred  Profit  Sharing 
Plans  and  Registered  Retirement  Savings  Plans.  The  first  $1,000  of 
pension  income  is  tax-free.  The  growth  of  such  registered  funds  is  tax 
free  so  long  as  the  monies  are  not  withdrawn.  In  addition,  having 
encouraged  a  certain  form  of  behaviour  the  government  passes  laws  to 
ensure  that  such  arrangements  deliver  what  is  premised.  For  example  the 
province  of  Qitario  requires  that  pension  plans  be  funded  in  accordance 
with  law  and  that  pension  funds  be  invested  in  certain  ways  and  no 
others . 

Role  of  Enployer 

The  role  of  the  employer  is  more  difficult  to  articulate.  The 
first  objective  of  the  employer  is  to  operate  a  business  successfully 
and  employers  vvtio  provide  pensions  do  so  because  it  rtekes  good  business 
sense.  Providing  pensions  helps  employers  to  attract  and  hold  good 
personnel.  Second,  employers  wish  to  benefit  employees,  particularly 
long-service  employees  who  have  contributed  to  the  success  of  the  bus- 
iness. Ihe  enployer  is  not  really  interested  in  the  retirement  income 
of  short-term  anployees  vtio  leave  to  work  for  another,  perhaps  for  a 
competitor.  Third,  pensions  ease  the  transition  Iran  working  to  retire- 
ment for  older  enployees.  If  an  employee  has  insufficient  income  in 
retirement  there  will  be  a  greater  fear  of  retirement.  The  role  of 
employers  is  much  more  limited  than  that  of  individuals  and  the  govern- 
ment. Enployers  play  a  role  oily  v4ien  they  choose  to  provide  a  pension 
plan.  Enployers  may  in  general  be  regarded  as  providing  a  facility  for 
employees  to  obtain  income  in  retirement  and  a  primary  social  objective 
for  employment  pension  plans  is  to  provide  for  the  security  of  the 
individual   in  retirement. 

The  question  of  the  role  of  the  employer  is  perhaps  more  appropri- 
ately considered  as  a  question  of  the  extent  to  v^iich  the  provision  of 
retirement  income  should  be  part  of  wage  or  labour  costs.  The  import- 
ance of  work  to  Canadians  has  been  pointed  out.  Wages  or  earnings  are 
often  the  basis  of  government  programs  as  well  as  individual  arrange- 
ments. Social  security  programs  such  as  the  Canada  Pension  Plan  are 
wage  related.  Contributions  to  RRSPs  come  mainly  fron  "earned  income." 
Employment  pension  income  is   clearly   related   to  work   and  wages.      The 
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question  of  the  nature  of  employitient  pensions  is  not  clear  and  will  be 
considered  in  the  following  section.  The  broader  questions  of  the 
extent  to  and  the  manner  in  which  retirement  income  is  and  should  be 
part  of  the  wage  package  are  considered  in  various  aspects  in  Chapters  8 
to  11. 


NATURE  OF  AN  MPLOYMENT  PENSION 

In  popular  discussion  employment  pensions  are  characterized  either 
as  long-service  rewards  or  as  deferred  wages.  As  defined  in  the  Pension 
Benefits  Act  pension  plans  are  programs  that  may  be  instituted  by  em- 
ployers for  the  purpose  of  providing  income  in  retirement  to  former 
employees.  The  pension  arrangement  may  take  many  forms  and  may  provide 
a  variety  of  benefits  although  the  income  at  retirement  takes  the  form 
of  a  life  annuity.  The  cost  of  pensions  may  be  borne  entirely  by  the 
employer  ("non-contributory  plans")  or  may  be  contributed  to  by  employ- 
ees through  payroll  deductions  ("contributory  plans"). 

The  nature  of  an  employment  pension  contains  elements  not  only  of  a 
reward  for  long-service  and  a  deferred  wage,  but  also  of  a  savings 
program  and  a  group  insurance  scheme.  These  characteristics  will  be 
examined  as  well  as  attitudes  about  pensions  contained  in  briefs  to  the 
Commiss  ion . 

Long-service  Reward 

No  one  appears  to  hold  that  pensions  are  essentially  and  exclusive- 
ly long-service  rewards.  The  most  that  is  acknowledged  is  that  pensions 
may,  in  part,  represent  a  long-service  reward. 

Algoma  Steel  Corporation  Limited,  Brief  218 

"The  purpose  of  a  pension  is  to  provide  part  of  an  individual's 
financial  resources  during  retirement.  Once  this  was  considered  to 
be  the  absolute  responsibility  of  each  individual.  With  changing 
social  standards,  there  has  been  a  change  in  this  responsibility 
for  pensions.  Most  public  pension  arrangements  are  deferred  direct 
compensation  intended  to  provide  the  beneficiary  with  an  income 
level  v^ich  will  cover  basic  needs.  Private  pension  arrangements 
reward  faithful  service  and  bridge  the  gap  between  the  pension 
levels  of  public  arrangements  and  any  higher  incone  level  which  an 
individual  may  be  able  to  achieve  as  an  employee  under  some  of 
these  private  arrangements."   (page  7) 

Canadian  Pension  Conference,  Brief  224 

"While  the  philosophical  reasons  for  pensions  are  many  and  varied , 
we  think  the  boundaries  within  v\^ich  all  views  fall  can  be  defined. 
One  boundary  is  that  pensions  are  rewards  for  long,  faithful  and 
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valuable  service  to  an  employer.  The  other  boundary  is  that  pen- 
sions are  a  form  of  deferred  cxmpensation.  It  is  our  opinion  that 
every  pension  is  based  partially  on  each  of  these  reasons,  and  that 
some  part  but  not  all  of  every  pension  benefit  is  therefore  a  form 
of  deferred  compensation."   (page  12) 

It  is  hard  to  understand  why  the  phrase  "long-service  reward"  has 
become  so  unpopular.  The  Concise  Oxford  Dictionary  defines  reward  as 
"return  or  recompense  for  service  or  merit."  Pensions  are  clearly  a  re- 
turn for  service,  a  monetary  recognition  of  long  service.  The  granting 
of  a  pension  before  the  advent  of  formal  pension  plans  was  an  ex  post 
facto  beneficence  by  the  onployer  based  on  a  moral  obligation  to  reward 
long-service.  The  notion  of  a  reward  has  become  objectionable  in  all 
likelihood  because  the  giving  of  it  is  the  donor's  prerogative.  A  key 
reason  for  the  popularity  of  the  notion  of  the  pension  as  deferred  wages 
is  the  element  of  its  being  an  earned  right,  an  earned  return.  However, 
regardless  of  the  popularity  of  the  deferred  wage  theory,  pensions  today 
operate  as  long-service  rewards.  First  of  all,  the  question  of  whether 
or  not  there  will  be  any  pension  at  all  rests  with  the  anployer  because 
setting  up  a  plan  is  the  choice  of  the  employer  except  where  plans  are 
established  through  the  collective  bargaining  process.  In  addition  the 
fact  that  a  pension  plan  is  established  is  no  assurance  of  its  continued 
existence.  The  employer  has  the  right  to  terminate  the  plan.  Thus  an 
enployee  may  have  a  pension  only  if  the  employer  provides  one. 

Second,  pensions  are  inherently  related  to  service,  particularly 
long-service.  The  length  of  service  determines  the  entitlement  to  as 
well  as  the  amount  of  a  pension.  A  "full"  pension  will  be  received  in 
retirement  only  if  one  has  long-service  and  generally  if  one  stays  with 
the  same  employer.  No  pension  whatever  is  paid  unless  one  complies  with 
the  "vesting"  rule  in  the  plan.  The  law  requires  plans  to  provide  for  a 
pension  to  be  paid  v^tlen  a  plan  member  has  10  years'  service  with  the 
same  employer  and  has  reached  the  age  of  45.  If  an  employee  changes 
jobs  often  or  never  stays  longer  than  10  years  with  an  employer  who 
provides  a  pension  he  or  she  may  never  receive  a  pension.  There  is  no 
requirement  that  short  periods  of  service  be  recognized  except  as  pro- 
vided by  the  vesting  rule. (17) 

Deferred  Wages 

Most  authors  in  the  pension  field  and  most  briefs  discussing  the 
nature  of  a  pension  accept  the  notion  of  pensions  as  deferred  wages. 

Ontario  Provincial  Police  Association,  Brief  183 

"In  recent  times  the  concept  of  the  pension  as  being  a  form  of 
'deferred  incone,'  i.e.,  earned  by  the  employee,  rather  than  being 
a  reward  for  long-service,  has  gained  acceptance.  There  has  also 
been  a  growing  discussion  of  moral  responsibility  to  employees 
approaching  the  end  of  their  career  spans.  The  econonic  depression 
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t±iat  spread  across  the  continent  in  the  1930s  and  wiped  out  the 
life  savings  of  a  large  proportion  of  the  population  was  a  contrib- 
uting factor  in  both  the  public  and  private  sectors  to  the  adoption 
of  long-term  policies  with  regard  to  retirement  income."  (page  II- 
1) 

Mr.  R.  Canpbell,  Brief  140 

"The  basic  econonic  relationship  between  employer  and  employee  is 
that  the  latter  sells  his  service  to  the  former  for  a  remuneration, 
(page  1) 

"Of  the  many  forms  of  partial  remuneration  to  the  employee  so- 
called  'fringe  benefits'  -  one  is  a  contribution  by  the  employer  to 
a  pension  arrangement  for  the  employee.... 

"Pension  contributions  made  by  an  employer  as  part  compensation  for 
services  are  morally  at  least,  the  property  of  the  employees.  The 
enoployer  should  have  no  rights  to  return  any  part  of  such  contribu- 
tions to  himself,  (except  as  he  may  have  overpaid  his  obligation), 
or  unilaterally  to  determine  or  modify  the  distribution  of  the  con- 
tributions amongst  the  employees  within  a  group  or  amongst  groups 
of  enployees.  If  pension  contributions  are  remuneration  for  ser- 
vices rendered  then  the  amounts  already  contributed  or  due  are  on 
an  individual  basis,  not  a  group  fund  subject  to  manipulation  by 
others  than  the  employee  concerned."  (page  2) 

Ontario  Public  Service  Elnployees  Union,  Brief  208 

"This  union  regards  the  pension  benefits  received  by  workers  as  a 
form  of  deferred  wage  income.  Because  this  income  is  deferred  it 
is  augmented  by  the  operation  of  compound  interest.  If,  however, 
it  is  legitimate  to  view  pension  benefits  as  deferred  wages  plus 
compound  interest,  then  the  so-termed  employer  'contributions'  to- 
wards the  provision  of  these  benefits  are  sinply  redirected  wages." 
(page  4) 

"...Few  employers  would  agree  to  regard  a  dollar  expended  on  pen- 
sion contributions  as  being  worth  less  to  their  employees  than  a 
dollar  expended  on  direct  wages,  or  insurance  benefits.  Let  this 
union  be  clear  in  its  position:  as  long  as  governments  and  employ- 
ers take  the  position  that  'a  buck  is  a  buck,  '  we  shall  take  the 
view  that  it  is  the  worker's  'buck'  that  we  are  talking  about.  The 
view  that  employer  'contributions'  towards  pension  benefits  are 
simply  re-directed  wages  -  that  it  is  the  worker's  'buck'  -  entails 
recognizing  that  workers'  property  rights  extend  to  the  entire 
assets  of  pension  funds.  All  of  the  pension  funds  in  which  the 
members  of  this  union  participate  are  what  have  been  termed  con- 
tributory plans;  that  is  to  say,  the  employees'  re-directed  wages 
are  matched  by  further  payroll  deductions.   It  should  be  evident 
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that  the  union  rejects  the  fiction  that  our  members'  pension  funds 
are  financed  equally  by  workers  and  by  their  employers.  In  our 
view,  all  of  the  contributions  received  by  these  pension  funds  are 
employee  contributions.  The  distinction  between  payroll  deduction 
and  re-directed  wages  is  a  matter  of  form,  not  a  matter  of  sub- 
stance. To  re-iterate,  the  property  rights  of  workers  extend  to 
100  per  cent  of  the  assets  of  pension  funds."  (page  5) 

Canadian  Pensioners  Concerned  Inc.,  Ontario  Division,  Brief  212 

"Canadian  Pensioners  Concerned  Inc.  Ontario  Division,  submits  that 
government  (CPP)  and  private  pension  plans  are  deferred  income  pay- 
able after  retirement.  The  assets  and  liabilities  of  these  plans 
are  of  equal  concern  and  responsibility  to  the  beneficiaries  of  the 
plans,  government  and  private  plan  sponsors."  (page  1) 

TVironto  Stock  Exchange,  Brief  219 

"Early  industrial  pension  plans  were  viewed  primarily  as  gratuities 
to  employees  for  long  and  loyal  service  to  the  employer.  As  the 
econany  became  more  industrialized  and  pension  plans  more  preva- 
lent, there  was  increasing  interest  in  the  view  that  employers, 
both  government  and  corporate,  had  a  moral  obligation  to  provide 
for  the  econonic  security  of  retired  workers.  Growing  out  of  this 
view  was  the  concept  that  private  pensions  constituted  a  systematic 
and  socially  desirable  method  of  releasing  employees  who  were  no 
longer  productive  members  of  the  labour  force.  It  gradually  evolved 
that  participation  in  a  pension  fund  became  a  condition  of  employ- 
ment. This  provided  assurance  to  an  employer  that,  regardless  of 
the  workers'  personal  abilities  to  plan  and  prepare  financially, 
retirees  would  be  certain  to  have  a  post  retirement  income  and  not 
become  an  embarrassment  to  the  employer  or  a  burden  on  the  state. 
Increasingly,  however,  group  pensions  have  come  to  be  generally 
accepted  as  a  form  of  deferred  wages.  This  concept  views  pension 
benefits  as  part  of  a  total  compensation  package  with  v^ich  employ- 
ers seek  to  attract  workers  in  competitive  labour  markets." 
(page  15) 

Let  us  first  consider  the  nature  of  wages  in  order  to  determine  the 
grounds  on  v^ich  pensions  may  be  viewed  as  wages.  The  payment  of  wages 
or  other  remuneration  is  one  of  four  elements  required  at  common  law  to 
establish  an  employer-employee  relationship.  ( 18 )  Wages  are  monies  or 
other  remuneration  payable  by  an  employer  for  services  rendered  by  an 
employee.  Wages  are  earned  day  by  day. 

The  employee's  contributions  to  a  pension  fund,  deducted  from  pay, 
are  wages  being  deducted  fron  monies  earned  and  payable.  The  employer's 
contributions  are  not  so  clearly  wages.  On  a  collective  level  they  are 
part  of  the  wage  cost  but  on  an  individual  level  the  employees  may  not 
have  acquired  a  right  to  them.  Pension  payments  are  part  of  the  labour 
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compensation  cost  of  the  enployer,  and  pension  costs  are  part  of  the 
cost  of  doing  business  like  other  payroll  costs.  Pension  contributions 
to  certain  limits  are  tax  deductible  as  are  vages,  and  pensions  are  part 
of  fringe  benefits  v\hich  attract  workers. 

However,  insofar  as  the  employee  is  concerned,  in  order  to  be  con- 
sidered as  wages,  enployer  contributions  must  be  earned  by  the  employee 
for  services  rendered  and  there  must  be  a  corresponding  right  to  obtain 
the  "wages"  now  or  in  the  future.  Let  us  consider  a  non-contributory 
plan  with  a  45  and  10  vesting  rule.  The  employee  makes  no  contributions 
to  the  plan  and  has  a  right  to  a  pension  if  he  or  she  is  a  member  of 
that  plan  with  10  years  service  and  attains  age  45.  Up  to  that  point 
there  is  no  right  to  a  pension  and  no  right  to  any  contributions  paid 
into  the  fund  by  the  employer  on  account  of  that  employee's  service. 
Rights  arise  at  age  45  with  10  years'  service  because  certain  conditions 
have  been  fulfilled.  Up  to  that  point  the  employee  has  a  conditional 
interest  rather  than  a  benefit  that  is  earned  and  payable  day  by  day  or 
year  by  year  of  service.  Until  vesting,  the  employee  has  no  right  to 
employer  contributions  and  even  on  vesting  the  right  acquired  is  to  a 
deferred  life  annuity  en  retirement,  not  to  the  employer's  contributions 
per  se.  The  pension  is  essentially  a  pranise  to  pay  a  certain  amount  in 
retirement  based  on  earnings  provided  certain  conditions  are  met.  The 
employee  must  work  sufficiently  long  with  the  employer  to  acquire  a 
pension.  The  employee  must  live  to  normal  retirement  age  to  obtain  a 
pension  save  for  any  early  retirement  provisions.  The  plan  itself  must 
continue  to  exist.  The  pension  fund  must  have  sufficient  funds  to  pay 
the  promised  pension. 

Furthermore,  unlike  wages,  the  employee  cannot  be  said  to  have  any 
ownership  of  the  employer's  contributions  even  though  the  Pension 
Benefits  Act  requires  that  enployer  contributions  be  held  in  trust  in 
accordance  with  the  plan  and  the  act  and  employers  may  not  appropriate 
the  funds  to  their  cwn  use.  (19)  The  employee  has  no  control  over  the 
payment  of  the  pension  contributions  or  the  investment  of  the  pension 
funds.  Indeed,  in  a  contributory  plan,  in  addition  to  not  having  a 
right  to  the  employer's  contributions,  the  employee  has  no  control  over 
his  or  her  own  contributions  either. 

It  should  also  be  noted  that  employer  contributions  are  specifi- 
cally excluded  from  the  definition  of  wages  for  the  purposes  of  the 
Employment  Standards  Act.  (20)  The  definition  of  wages  specifically 
excludes  tips,  discretionary  bonuses,  travelling  expenses,  and  "contri- 
butions made  by  employer  to  a  fund,  plan  or  arrangement  to  v>*-iich  Part  X 
of  this  Act  applies."  Part  X  deals  with  benefit  plans  providing  various 
types  of  benefits  including  superannuation  and  retirement. 

Finally,  pensions  being  paid  in  retirement  resemble  wages  in  that 
the  enployee  has  established  earned  rights  to  the  pension  payments  as  a 
result  of  service  rendered  to  the  employer. 
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TVius,  it  vsould  appear  that  given  the  nature  of  pensions  with  the 
lack  of  inmediate  earned  rights  and  the  lack  of  control  or  ownership  by 
employees,  pensions  are  not  easily  characterized  as  deterred  wages  at 
the  present  time  even  though  most  persons  hold  this  view. 

Savings 

A  large  number  of  suh«nissions  to  the  Commission  regard  pensions  as 
a  form  of  saving.  The  following  quotations  are  examples  from  the 
briefs. 

Mr.   D.   Hannaford,   Brief  65 

"Itie  purpose  of  pension  planning  is  for  people  to  accumulate  sav- 
ings, to  ensure  that  they  have  adequate  incomes  during  their  re- 
tirement years.... The  savings  may  be  compulsory  to  some  extent,  in 
the  form  of  government  or  some  employer  plans,  but  if  the  pension 
planning  process  is  to  be  successful,  people  must  understand  its 
significance  and  how  it  works,  and  participate  actively  in  it." 
(page  2) 

Mr.   R.   N.   Steeves,   Brief  113 

"The  basic  purpose  of  pensions,  in  my  opinion,  is  to  help  individ- 
uals provide  for  their  retirement  years  by  accumulating  assets 
today  that  will  provide  a  claim  against  the  country's  wealth  taror- 
row.  As  such,  there  are  many  alternatives  that  will  achieve  the 
purpose."    (page  2) 

Toronto  Stock  Exchange,  Brief  219 

"Part  of  the  Exchange's  concern  is  that  pension  legislation  in 
Canada  has  been  characterized  by  tax  incentives  which  favour  the 
management  of  retirement  savings,  whether  for  employee  groups  or 
individual  accounts,  by  trust  companies  and  other  institutional 
investors.  While  the  Exchange  has  increasingly  accommodated  the 
needs  of  institutional  investors  it  actively  seeks  to  promote  a 
larger  number  of  independent  participants  in  the  market.  Conse- 
quently, it  is  concerned  about  the  extent  to  which  taxpayers  have 
been  drawn  into  structuring  their  investments  through  institutions 
in  order  to  obtain  tax  incentives  rather  than  directly  approaching 
investment  opportunities  on  the  basis  of  simple  prospects  for  in- 
come and  capital  gain.  In  the  view  of  the  Exchange,  tax  neutrality 
or  bias  in  favour  of  increasing  the  involvement  of  individuals  in 
managing  their  pension  savings  should  be  a  test  against  which  this 
Commission  measures  proposals  for  pension  reform."  (page  78) 

It  is  easy  to  understand  the  notion  of  pensions  as  savings.  We 
think  in  terms  of  saving  for  retirement  and  postponing  consumption  by 
putting  money  aside.  We  accept  the  notion  of  individual  thrift  in 
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providing  for  the  time  when  one  will  not  work  or  is  unable  to  work. 
Pensions  seem  a  form  of  savings,  but  they  differ  insofar  as  control  is 
concerned.  In  savings  one  chooses  v^^ether  one  wants  to  save  or  not.  One 
chooses  the  form  of  savings:  an  RERSP  with  the  resultant  tax  benefits, 
or  stocks  or  bonds  with  the  attendant  risks,  or  savings  certificates 
with  a  guaranteed  return,  or  simply  a  bank  account.  One  chooses  the 
degree  of  control  desired.  One  clearly  owns  the  funds.  The  ultimate 
retirement  benefit  may  be  controlled.  For  example,  the  funds  in  an  RRSP 
may  be  withdrawn  at  any  time  or  they  can  be  used  to  purchase  certain 
annuities  or  to  establish  another  vehicle  called  a  Registered  Retirement 
Income  Fund. 

In  a  pension  plan,  the  funds  are  less  easily  identified  as  one's 
own  than  other  forms  of  savings.  There  is  no  control  over  the  funds  or 
their  investment  by  the  employee.  The  element  of  voluntariness  may  be 
missing.  Employees  cannot  determine  the  form  of  retirement  benefit  or 
choose  to  use  any  portion  of  the  accumulation  for  any  other  purpose. 
Thus,  pensions  in  their  present  development  cannot  aptly  be  called  sav- 
ings although  elements  of  savings  are  present. 

Group  Insurance 

A  pension  plan  shares  many  aspects  with  group  insurance.  Retire- 
ment may  be  viewed  as  the  risk  of  reduced  income  in  retirement  and  pen- 
sions are  insurance  against  this  risk.  The  basic  form  of  any  pension  is 
a  life  annuity. 

Canadian  Institute  of  Actuaries,  Brief  225 

"It  must  be  remembered  that  an  employer  pension  plan  is  a  group 

financial  arrangement  that  can  at  best  only  approximate  the  average 

financial  retirement  needs  of  the  members.  Additional  individual 

arrangements  will  be  required  to  personalize  the  group  benefit  in 
most  cases. 

"A  government-sponsored  plan  for  a  whole  society  is  the  ultimate 
group  plan  with  necessarily  an  even  greater  approximation  to  in- 
dividual requirements." (page  13) 

Life  Underwriters  Association  of  Canada,  Brief  190 

"Despite  the  use  of  the  word  'savings'  in  RRSP's  the  legislation 
clearly  intends  the  savings  to  be  used  only  for  the  purposes  of  a 
retirement  pension.  The  CAC  (Consumers'  Association  of  Canada)  is 
wrong  in  its  position  that  the  individual  should  be  allowed  the 
freedom  to  keep  the  capital  invested  throughout  his  lifetime  and 
pass  it  on  to  his  heirs.  Estate  building  at  the  expense  of  the 
general  taxpayers  through  tax  deferral  is  hardly  an  acceptable 
concept. 
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"If  this  government  wished  to  provide  tax  incentives  for  savings  or 
investment,  there  is  the  machinery  for  doing  this  through  such  de- 
vices as  the  $1,000  interest  and  dividend  deduction,  the  dividend 
tax  credit,  etc.  It  would  be  a  simple  matter  for  the  government  to 
increase  these  tax  concessions  if  that  were  its  intention.  Pension 
plans  and  RRSP  legislation  were  not  designed  for  this  purpose  and 
hence  cannot  be  so  used  without  introducing  a  serious  inequity  into 
the  tax  system."  (page  13) 

Mr.  D.  Eastman,  Brief  318 

"The  most  oonmon  approach  to  retirement  incane  is  to  use  the  common 
pot  into  which  go  the  contributions  of  an  employer  and  all  em- 
ployees. Ihe  general  pot  approach  walks  right  into  some  tough 
philosophical  and  practical  problems  about  equity.  (e.g.  of  man 
and  woman  with  same  job  and  salary  for  35  years  and  woman  lives 
longer).  The  general  pot  system  invites  age  biases  as  well  as  sex 
biases,  (e.g.  with  30  and  out  rule  one  retiring  at  48  is  more 
expensive  than  one  retiring  at  65  after  30  years'  service.)"  (page 
4) 

"I  am  a  sceptical  person,  and  have  limited  faith  in  the  ability  of 
actuaries  and  pension  fund  administrators  to  accurately  predict  an 
unpredictable  future.  Frankly,  I  feel  much  safer  with  the  retire- 
ment account  approach  than  with  the  general  group  retirement 
funding."  (page  8) 

In  Brief  54,  William  Jones  objects  to  not  being  permitted  to  trans- 
fer his  own  contributions  to  'another  government  controlled  plan  of  sav- 
ing' such  as  an  RRSP  rather  than  being  locked  into  a  deferred  annuity. 
He  attached  a  letter  he  received  from  the  insurance  company  involved 
which  states: 

"Among  your  comments  on  my  letter  of  ;^ril  29,  is  the  reference  to 
'my  own  money  v^ich  is  75  per  cent  of  that  invested' .  Your  contri- 
butions and  those  of  Cow  and  Gate  were  not  invested  but  were  to 
purchase  a  guaranteed  annuity.  The  money  became  our  property  in 
return  for  our  premise  to  pay  a  pension  to  you  in  the  event  you 
live,  or  a  death  benefit  to  your  beneficiary  in  the  event  you  die 
prior  to  receiving  a  pension,  or  a  termination  benefit  if  you 
terminated  before  'locking-in' ." 

Harwell  Management  of  London  Limited,  Brief  63 

"Approximately  one-half  of  those  retiring  are  going  to  live  beyond 
the  'average  life  expectancy'  of  people  their  age  and  the  others 
are  going  to  die  before  reaching  that  point.  Those  v*io  live  beyond 
their  'expected  life'  are  obviously  going  to  require  more  incone  to 
retire  en  than  those  who  die  early.  The  straight  life  annuity  oon- 
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cept  is  based  on  the  premise  that  those  v\tio  live  a  long  life  will 
be  'subsidized'  by  those  ^^^o  die  early. 

"It  may  be  true  that  those  living  a  long  life  after  retirement  may 
not  have  saved  enough  during  their  lifetime  to  support  their  gift 
of  a  long  retirement,  but  if  they  do  need  a  subsidy  it  is  question- 
able if  the  people  forced  to  subsidize  them  should  be  the  unfortu- 
nate retirees  vi^o  are  slated  for  a  shorter  than  average  retirement. 

"This  shorter  than  average  retirement  may  be  the  result  of  an  acci- 
dent or  disease,  or  due  to  poor  health  or  a  terminal  illness  at  the 
time  of  retirement.  Independent  of  the  reason  for  this  shorter 
than  average  retirement,  it  is  hard  to  understand  why  the  funds 
they  set  aside  for  their  retirement  should  be  'confiscated'  to 
subsidize  their  more  fortunate  neighbours  who  happen  to  be  blessed 
with  a  long  life."  (page  3) 

Pension  programs,  as  they  exist  today,  resemble  group  insurance 
programs  more  than  deferred  wages  or  savings.  In  the  first  place  pen- 
sions cperate  on  the  group  pool  principle.  Pension  contributions  are 
put  into  a  group  pool  and  not  into  individual  accounts.  The  employer 
generally  contributes  an  amount  fixed  by  the  actuary  based  on  the  plan 
as  a  v\^ole  to  comply  with  the  funding  requirements  of  law.  The  amount 
paid  by  the  employer  is  the  cost  of  providing  the  pensions  after  de- 
ducting employee  contributions.  Group  arrangements  for  pensions  have 
the  advantages  of  low-cost  administration  and  access  to  higher  yield 
investments. 

Secondly,  pension  contributions  can  be  viewed  as  the  insurance  pre- 
miums paid  for  protection  against  loss  of  or  reduced  income  in  retire- 
ment. In  disability  or  fire  insurance  premiums  are  paid  to  protect 
against  loss  as  a  result  of  these  events.  So  too  with  pensions;  one 
sets  aside  premiums  to  pay  the  cost  of  providing  income  in  retirement. 
From  the  employee's  point  of  view  however,  the  risk  of  some  reduction  in 
income  in  retirement  is  a  virtual  certainty  if  one  lives  that  long.  In 
terms  of  certainty  of  risk,  a  comparison  with  life  insurance  is  more 
apt.  The  analogy  is  less  applicable  in  the  sense  that  once  one  has  fire 
or  disability  or  life  insurance  one  has  protection.  However  merely  being 
a  member  of  a  pension  plan  does  not  necessarily  nean  one  is  "protected." 
The  various  conditions  referred  to  earlier  must  be  fulfilled  for  parti- 
cipation to  be  rteaningful. 

Thirdly,  cross-subsidies  exist  as  in  all  insurance  schemes.  Short- 
term  employees  subsidize  long-term  employees.  For  example,  if  an  em- 
ployee is  contributing  5  per  cent  of  pay  and  the  employer  is  contribut- 
ing 5  per  cent  of  pay  and  the  employee  terminates  before  vesting,  the 
employee  will  obtain  a  return  of  his  or  her  contributions.  The  5  per 
cent  contribution  made  by  the  employee  because  of  that  employee's 
service  then  benefits  the  remaining  group  of  employees  or  lowers  the 
employer's  cost  of  providing  a  pension  for  the  remaining  employees. 
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There  is  also  a  subsidy  as  a  result  of  interest  paid.  If  an  em- 
ployee dies  or  terminates  employment  prior  to  vesting,  the  employee's 
own  ODntributions  are  returned,  often  with  interest.  The  interest  re- 
turned is  generally  lower  than  the  interest  rate  earned  by  the  pension 
fund.  Ihus,  the  difference  between  the  interest  returned  and  the  inter- 
est earned  remains  in  the  fund  to  benefit  the  group  pool.  There  is  a 
subsidy  ty  those  who  may  die  at  early  ages.  Those  who  do  not  live  to 
retirement  subsidize  those  who  do.  Similarly  after  retirement  those  who 
do  not  live  long  subsidize  those  vn*io  do.  The  subsidies  of  terminating 
and  aiployees  who  die  before  retirement  benefit  the  employer  and  those 
remaining  in  the  group  pool.  This  situation  is  desirable  for  the  em- 
ployer because  the  employer  is  really  interested  in  rewarding  the  long- 
service  employees  and  not  employees  v*io  have  gone  to  work  for  another. 
It  is  expensive  to  train  new  personnel.  Unions  have  a  similar  interest 
to  the  QTiployer  in  that  long-service  union  members  will  benefit. 

Thus  we  have  seen  that  although  pensions  have  aspects  of  long- 
service  rewards,  deferred  wages,  savings,  and  insurance  programs,  at  the 
present  time  pensions  are  most  closely  related  to  a  long-service  reward 
and  group  insurance.  The  notions  of  pensions  as  deferred  wages  and 
savings  may  be  viewed  as  essentially  similar.  It  is  time  to  reconsider 
the  nature  of  pensions  and  see  to  v4iat  extent  retirement  inccane  programs 
meet  current  desires  for  retirement.  If  retirement  is  viewed  as  an 
earned  leisure  period  or  as  a  time  for  a  second  career  then  the  individ- 
ual savings  and  deferred  wage  approach  to  pensions  should  be  emphasized. 
If  today's  generation  wants  an  option  of  early  retirement  as  appears  to 
be  the  case,  pensions  must  be  structured  so  that  one's  right  to  early 
retirement  pension  is  earned  and  an  undue  burden  is  not  placed  on  re- 
maining workers. 

Society  has  moved  from  the  idea  of  a  pension  as  the  gift  of  a 
benevolent  anployer  to  the  idea  of  individual  entitlement  not  only  to 
the  employee's  own  contribution  but  to  the  employer's  contribution, 
which  is  notionally  allocated  to  the  employee.  It  is  a  short  conceptual 
step  to  an  absolute  individual  entitlement  to  the  interest  earned  on  the 
employer's  and  employee's  contributions  and  ultimately  to  the  right  of 
employees  to  control  and  manage  the  entire  fund.  In  general  the  people 
of  CTitario  accept  the  idea  of  pensions  as  a  deferred  wage;  these  con- 
cepts are  logical  extensions  of  the  deferred  wage  theory  and  will  have 
profound  effects  en  the  design  of  pensions   in  the  future. 

It  is  important  to  remember  however  that  in  spite  of  the  general 
acceptance  of  the  notion,  pensions  are  not  in  fact  deferred  wages.  In 
detailed  discussions  to  follow  the  Commission  has  kept  in  mind  the 
present  trend  to  view  pensions  as  deferred  wages  with  its  emphasis  on 
individual  savings  and  earned  rights. 
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Chapter  3 

Development  of  Retirement  Income 
Arrangements  in  Canada 


The  developnent  of  formal  retirement  income  arrangements  has  oc- 
curred mainly  in  the  twentieth  century.  Pensions  themselves,  however, 
have  their  origin  in  antiquity  in  pensions  for  those  who  had  served  the 
state.  Roman  legionaries  were  pensioned  after  years  of  service.  Brit- 
ain pensioned  her  sailors  and  other  servants  of  the  state  for  centuries. 
However,  modern  retirement  arrangements  began  in  the  nineteenth  century 
and  early  part  of  the  twentieth. 

There  is  no  definitive  Canadian  history  of  retirement  income  ar- 
rangements. For  this  purpose  the  Ccrnmission  has  relied  heavily  on  the 
reports  of  two  previous  inquiries:  that  of  Leonard  Marsh  into  Social 
Security  for  Canada,  1943;  and  of  the  Ontario  Committee  on  Portable 
Pensions,  1961.  There  has  been  no  major  study  of  pensions  in  Ontario 
since  1961.  This  chapter  will  describe  the  development  of  pension  plans 
in  Canada  including  employment  plans.  Registered  Retirement  Savings 
Plans,  and  government  programs  designed  to  assist  the  elderly  and  to 
provide  retirement  income.  The  development  of  employment  pension  plans 
in  the  public  sector  will  be  described  in  detail  in  Volume  VI. 


EMPLDYMENT  PENSION  PLANS 

Origin 

Formal  pension  arrangements  first  appeared  in  the  public  sector. 
The  first  enployment  pension  plan  in  Canada  was  established  in  1870, 
three  years  after  Confederation,  for  employees  of  the  Dominion  Govern- 
ment. There  were  certain  other  superannuation  arrangements  which  began 
earlier  such  as  those  provided  by  some  churches.  The  Methodist  Church 
fund  may  be  one  of  the  oldest  having  origins  in  1825.(1) 
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In  Ontario  a  provincial  plan  for  teachers  began  in  1917  and  a  plan 
for  provincial  civil  servants  was  enacted  in  1920.(2)  Opposition  to 
public  sector  pensions  was  not  widespread  although  one  opponent  noted: 
"Superannuation  and  retiring  allowances  are  class  privileges,  as  we 
cannot  be  all  civil  servants ."( 3 ) 

The  first  formal  private  sector  employment  plan  in  North  America 
was  established  in  1874  by  the  Grand  Trunk  Railway  of  Canada. (4)  It  was 
a  contributory  plan;  a  year  later  the  first  non-contributory  plan  was 
provided  by  the  American  Express  Company. (5) 

Pension  plans  gradually  spread,  particularly  after  the  turn  of  the 
century,  to  various  groups  of  civil  servants,  municipal  employees  and 
employees  of  larger  companies.  In  1928  the  first  major  North  American 
study  of  QTiployment  pension  plans  showed  between  500  and  550  formal  and 
informal  plans  in  force  in  the  United  States  and  Canada. (6)  Eighty-five 
per  cent  of  these  plans  had  appeared  since  1910,  beginning  with  railway 
plans  and  spreading  first  to  public  utilities  and  financial  institutions 
and  then  to  manufacturing  concerns. (7)  Employers  surveyed  gave  several 
reasons  for  establishing  retirement  systems,  including  humanitarian  con- 
siderations and  business  objectives. 

In  Canada  there  were  at  least  172  formal  pension  plans  by  1918, 
increasing  to  600  in  1936.(8) 

The  first  large-scale  survey(9)  of  Canadian  private  sector  pension 
plans  was  not  conducted  until  1937,  v^en  the  National  Einployment  Commis- 
sion sent  a  questionnaire  to  10,000  firms  having  15  or  more  employees. 
The  Commission  found  that  349,521  Canadians  were  employed  by  private 
employers  who  offered  some  form  of  retirement  arrangement.  The  number 
of  plans  covered  was  593.  A  year  later  the  Industrial  Relations  Section 
of  Queen's  University  conducted  a  more  detailed  survey  of  industrial 
concerns  across  the  country. (10)  That  study  reported  on  120  plans  cov- 
ering 365,000  employees.  Based  on  those  data  and  on  an  analysis  of  the 
government's  study,  the  Queen's  researchers  concluded  that  70  per  cent 
of  wage  and  salary  earners  in  Canada  (including  public  sector  employees) 
worked  in  establishments  v^ich  made  no  definite  or  formal  provision  for 
retirement.  Eligibility  and  service  requirements  in  the  plans  made  it 
impossible,  however,  to  predict  how  many  wage-earners  would  ever  qualify 
for  a  pension. 

The  Queen's  University  survey  described  certain  trends  observable 
by  1938.(11)  Pension  plans  generally  provided  that  permanent  employees 
were  eligible,  and  membership  was  frequently  compulsory.  Ihey  provided 
for  compulsory  retirement  at  a  specific  age.  Early  retirement  with  an 
actuarially  adjusted  annuity  was  permitted.  Plans  adopted  since  1929 
provided  for  direct  employee  contributions.  Usually  employee  contribu- 
tions and  company  contributions  were  so  arranged  that  each  provided 
approximately  half  the  necessary  funds.  Employees  were  grouped  accord- 
ing to  salary  to  provide  the  same  rate  of  contributions  and  benefits. 
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The  retirement  allowance  was  in  the  form  of  a  life  annuity.  Refunds  of 
the  enployee's  own  contributions  with  or  without  interest  were  made  in 
the  event  of  termination  of  employment  or  upon  death.  Some  plans  pro- 
vided for  a  deferred  annuity  on  termination  of  employment.  Practically 
all  retirement  plans  were  underwritten  by  life  insurance  oc«npanies. 

The  next  major  study  was  issued  by  the  Dominion  Bureau  of  Statis- 
tics for  the  year  1947.  It  surveyed  3,425  plans  covering  915,709 
employees  (members  and  non-members) .  (12)  It  found  that  more  than  two- 
thirds  of  the  reported  plans  originated  after  1939.(13) 

The  period  1896  to  1930  saw  the  entry  of  two  new  provinces  into 
confederation,  the  settlement  of  the  west,  the  acquisition  of  millions 
of  acres  of  new  farm  land  and  the  building  of  two  new  transcontinental 
railways.  Canada  received  over  five  million  immigrants  during  this 
period.  World  War  I  accelerated  the  pace  of  industrial  development, 
making  good-paying  jobs  plentiful.  In  1911  there  were  8,001  manufactur- 
ing establishments  in  Qitario;  by  1919  there  were  16,343.(14) 

Employment  pensions  flourish  in  a  growing  economy.  If  there  is 
more  than  enough  wealth  to  go  around,  money  will  be  set  aside  for  later; 
pensions  will  not  be  begrudged.  It  is  not  surprising  therefore,  that 
pensions  took  root  in  this  period  of  prosperity.  Just  as  on  the  indi- 
vidual level  it  is  hard  to  save  for  a  rainy  day  if  all  income  is  needed 
for  present  consumption,  so  too,  on  the  corporate  level.  Companies 
struggling  to  survive  in  business  will  be  reluctant  to  put  money  aside 
for  future  pensions. 

Early  pension  plans  were  confined  mainly  to  large  firms  and  public 
sector  employers.  An  employer  had  to  be  large  enough  to  make  group 
pooling  arrangements  feasible.  Increased  industrialization  brought  to 
an  end  the  frontier  econony,  characterized  by  self-employed  occupations. 

A  pension  plan  came  to  be  a  feature  of  the  largest  and  most  stable 
organizations.  Many  corporations  did  not  survive  the  Depression;  em- 
ployees had  to  rely  on  the  continued  existence  of  the  employer  for  the 
pension  promise  to  be  meaningful. 

Growth 

Development  of  pension  plans  began  during  the  first  half  of  the 
century  and  accelerated  after  the  Second  World  War.  From  3,000  plans  in 
Canada  in  1946,  the  number  increased  to  12,000  by  1960.(15) 

The  period  beginning  with  the  Second  World  War  was  one  of  economic 
expansion.  It  was  a  period  of  intense  activity  and  a  rising  standard  of 
living.  Employment  pensions  flourished  in  the  period  of  virtually  con- 
tinuous growth  and  prosperity  during  the  1950s  and  1960s.  This  period 
from  1945  to  1974  witnessed  real  growth  in  personal  incomes.  In  1946, 
12.6  million  Canadians  produced  a  GNP  of  $11.9  billion.   In  1974,  about 
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22.4  million  Canadians  generated  a  GNP  of  $147  billion.  Even  after  ad- 
justment for  price  increases,  the  growth  in  national  output  was  294  per 
cent.  That  period  of  secular  growth  meant  unprecedented  growth  in  per- 
sonal incomes.  As  measured  by  the  Industrial  Composite,  the  average 
weekly  wage  in  1946  was  $32.48.  It  rose  23  per  cent  in  two  years,  dou- 
bled in  the  next  fourteen,  and  continued  climbing  to  $178  in  1974  and 
$260  in  1979.  After  deducting  inflation  during  the  period,  the  average 
weekly  wage  rose  271  per  cent  from  1946  to  1974. 

Personal  income  per  capita  rose  from  $1,040  (Canada)  and  $1,261 
(Ontario)  in  1950  to  $1,656  and  $1,951  respectively  in  1960,  $3,129  and 
$3,705  in  1970  and  $5,838  and  $6,431  in  1975.(16) 

Canada's  economic  prosperity  coincided  with  massive  demographic 
changes.  The  population  grew  from  12.6  million  in  1946,  to  22.4  million 
in  1974.  That  growth  resulted  from  the  postwar  baby  boom  and  the  tide 
of  immigration.  There  were  atout  70,000  babies  born  in  Canada  in  1941, 
increasing  to  115,000  in  1951  and  to  almost  160,000  in  1961.  The  gen- 
eral prosperity  contributed  to  the  high  fertility  rate.  The  baby  boom 
meant  a  demand  for  consumer  goods  like  clothing,  increased  demand  for 
housing,  and  expansion  of  government  services  in  education  and  health 
care. 

The  immigration  boom  meant  an  increase  in  the  numbers  of  immigrants 
from  less  than  20,000  per  year  during  the  Depression  and  war  years  to  a 
peak  of  280,000  in  1957,  and  about  100,000  per  year  thereafter. 

With  econonic  growth  and  the  demand  for  workers,  industrialization 
and  urbanization  continued.  From  1900  on  Canadians  left  the  farms  and 
turned  to  the  cities.  The  proportion  of  rural  dwellers  in  Ontario  de- 
creased from  43  per  cent  in  1921,  to  28  per  cent  in  1951.  By  1961,  less 
than  10  per  cent  of  the  work-force  was  employed  in  agriculture. (17) 

Concurrent  with  Canada's  real  econanic  growth  during  the  period  was 
growth  in  employment.  From  1961  employment  in  Canada  increased  by  50 
per  cent,  with  male  employment  increasing  by  36  per  cent  between  1961 
and  1974  and  female  employment  by  89  per  cent. (18)  Employment  of  young 
people  14  to  24  years  rose  by  91  per  cent.  The  Economic  Council  of 
Canada  found  four  factors  contributing  to  the  3.3  per  cent  average  an- 
nual increase  of  the  labour  force  in  Canada  since  the  early  1960s:  the 
increase  in  the  working-age  population  resulting  from  the  baby  boom;  the 
flow  of  immigrants,  vAio  have  traditionally  accounted  for  20  to  35  per 
cent  of  labour  force  growth;  the  decline  in  emigration  from  Canada  since 
1968;  and  the  growing  propensity  of  women  of  all  ages  to  work. (19) 

Tne  twentieth  century  generally  saw  increased  labour  force  partici- 
pation by  women.  The  movement  of  women  into  industry  occurred  at  the 
same  time  as  a  decline  in  the  relative  importance  of  agriculture  as  an 
employer  and  the  shift  of  population  from  country  to  city.  During  the 
1950s  and  1960s  the  employment  of  women  accelerated  rapidly.   "The 
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number  of  women  in  gainful  occupations  in  Canada,  which  has  multiplied 
almost  five  times  between  1901  and  1951,  note  than  doubled  again  between 
1951  and  1967. "(20)  In  1901,  one  worker  in  10  was  a  woman;  by  1967,  one 
in  three  was  a  woman.  Today  two  in  five  workers  are  women.  In  1978, 
there  were  4,232,000  female  workers,  an  increase  of  79  per  cent  from 
1967. 

Itie  greatest  change  in  female  work  patterns  has  been  in  the  in- 
creased vork  participation  of  married  vonen.  In  1951,  only  15  per  cent 
of  married  women  worked  outside  the  hone.  (21)  By  1966  this  figure  had 
doubled  to  31.6  per  cent  and  there  has  been  a  further  increase  to  50.6 
per  cent  in  1978.  "Ihis  increased  participation  of  married  wcmen  in  the 
labour  force  has  changed  its  composition.  In  1951,  38  per  cent  of  the 
female  work-force  was  married.  By  1978,  this  figure  had  increased  to 
61.7  per  cent,  or  almost  two- thirds  of  all  working  women."  (22)  Thus 
continuous  econonic  expansion  created  job  opportunities  for  women. 

E^mployment  pensions  experienced  strong  growth  in  membership,  num- 
bers of  plans  and  assets.  Table  1  shows  the  growth  in  the  numbers  of 
pension  plans  and  members  in  Canada  frcm  1960  to  1978: 

Table  1 

Pension  Plans  and  Membership  in  Canada,  1960-1978 


Public  sector 
Plans  Members 

Private  sector 

Total 
plans 

Ttotal 

Plans 

Members 

members 

1960 

8,920 

1,815,000 

1965 

13,660 

2,345,648 

1970 

16,137 

2,822,336 

1974 

739   1,469,615 

11,540 

1,102,082 

15,853 

3,424,245 

1976 

712   1,755,273 

11,913 

2,147,225 

15, 625(a) 

3,902,498 

1978 

661   1,854,514 

14,434 

2,338,730 

15, 095(a) 

4,193,244 

a  The 

decline  was  primari 

ly  among  ; 

small  plans. 

Source 

Statistics  Canada 

I,  Pension 

Plans  in  Canada,  1976 

and  1978. 

Historically  participation  in  pension  plans  has  grown  at  an  annual 
rate  of  4  per  cent  to  5  per  cent;  but  over  the  two  years  between  1974 
and  1976  the  growth  rate  increased  to  7  per  cent  per  annum. (23)  The 
recent  growth  in  membership  is  mainly  the  result  of  new  multi-employer 
plans. 

In  addition  to  growth  in  absolute  numbers,  pension  plans  increased 
their  coverage  of  the  labour  force.  That  is,  there  has  been  an  increas- 
ing proportion  of  employees  v^o  are  members  of  pension  plans.  Informa- 
tion on  coverage  before  1960  is  not  satisfactory  because  national  pen- 
sion plan  data  were  not  collected  on  a  regular  basis  until  1960.  The 
coverage  figure  of  30  per  cent  for  1936  found  by  the  Queen's  University 
study  was  high  because  the  data  related  to  all  employees  in  establish- 
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ments  with  pension  plans  vv^ether  or  not  the  employee  was  a  member  of  the 
plan. 

The  Ontario  Comnittee  on  Portable  Pensions  reporting  on  pensions  in 
1961  found  coverage  was  about  30  per  cent  of  the  total  labour  force  and 
40  per  cent  of  the  employed  labour  force,  i.e.,  after  unemployed,  self- 
employed  and  family  workers  were  excluded. 

The  Committee  found  that  two-fifths  of  employees  in  Canada  were 
members  of  plans,  one-fifth  worked  for  employers  with  plans  but  were  not 
members  themselves,  and  another  two-fifths  worked  for  employers  without 
plans.  Self-employed  workers  or  family  workers  were  20  per  cent  of  the 
whole  labour  force  in  Canada  and  16  per  cent  of  the  labour  force  in 
Ontario. 

The  Committee  reported  the  following  data  for  1957: (24) 

Total  employees  with  jobs  4,400,000 

Employees  in  organizations  with  plans  2,700,000 

a)  enrolled  in  plans:   1,800,000 

b )  non-membars :         900,000 

Employees  working  for  employers  without  plans  1,700,000 

By  1970  Statistics  Canada  found  that  39.2  per  cent  of  paid  workers 
in  Canada  were  members  of  pension  plans. (25)  This  increased  to  40.7  in 
1974,  decreased  to  38.8  per  cent  in  1976  and  increased  to  44.1  per  cent 
in  1978.  These  percentages  apply  pension  membership  to  paid  workers  as 
defined  by  Statistics  Canada  where  the  self-employed  and  unpaid  family 
workers  are  excluded.  Thus  there  has  been  an  increase  on  the  Statistics 
Canada  basis  from  34  per  cent  in  1960,  39  per  cent  in  1970,  to  44  per 
cent  in  1978.(26)  The  increase  in  overall  coverage  has  been  less  im- 
pressive than  the  growth  in  nan±)ers  of  plans,  members  and  assets.  The 
rapid  increase  in  coverage  in  the  public  sector,  to  almost  100  per  cent 
at  present,  masks  a  slower  growth  rate  in  coverage  of  private  sector 
plans. 

Assets 

Assets  of  pension  plans  in  Canada  grew  fran  5.4  billion  in  1960  to 
33.7  billion  in  1976  (book  value).  Trusteed  plans  account  for  about  75 
per  cent  of  all  pension  fund  assets.  Most  available  statistical  data 
relate  to  these  trusteed  plans.  The  following  tables  show  the  growth  of 
assets  of  all  plans  and  the  growth  of  assets  for  public  and  private 
sector  trusteed  plans. 
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Table  2 

Growth  of  Pension  Assets  in  Canada,  1960-1977 


Assets  (book  value) 


1960   1965    1970    1974    1976    1977 


(Millions  of  dollars) 
Trusteed  3,583  6,541  11,059  18,084  24,879  29,270 

Life  Insurance 

(a)  Group  Annuities      1,208  2,333   3,138   3,999   4,844   5,355 

(b)  Segregated  Funds       —     94     545   2,071   3,036   3,565 

Canadian  Government 

Annuities  600    634     631     608     601     596 

Total  5,391  9,602  15,373  24,762  33,360  38,786 

Source  Statistics  Canada,  Trusteed  Pension  Plans,  1974,  1977. 

Table  3  shows  that  assets  in  trusteed  pension  plans  in  the  public 
sector  have  increased  fron  about  40  per  cent  of  all  trusteed  assets  in 
1960  to  49.5  per  cent  or  almost  half  in  1977. 

Table  3 

Assets,  Trusteed  Pension  Plans  by  Sector,  1960-1977 

1960    1965    1970     1974     1976     1977 
(Millions  of  dollars  book  value) 
Public  Sector        1,419   2,597   4,881    8,572   12,223   14,729 

Private  Sector       2,164   3,944   6,178  9,712   13,011   15,008 

Total               3,583   6,541  11,059  18,284   25,234   29,737 

Source  Statistics  Canada,  Trusteed  Pension  Plans,  1974,  1977. 

Contributions 

Annual  contributions  to  pension  plans  have  continually  grown, 
reaching  $6.2  billion  in  1977,  over  twice  the  amount  contributed  four 
years  earlier.  (27)  Table  4  shows  contributions  to  pension  plans  by 
employees  and  employers  for  selected  years  from  1965. 

The  proportion  of  employee  contributions  has  steadily  declined  fran 
44  per  cent  in  1965,  to  34  per  cent  in  1977.  The  proportion  of  onployer 
contributions  has  increased  from  56  per  cent  in  1965,  to  66  per  cent  in 
1977. 

Annual  employee  contributions  by  sector  show  a  continuing  decline 
in  each  sector  although  it  is  more  pronounced  in  the  private  sector. 
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Employee  contributions  in  the  private  sector  have  declined  from  one- 
third  of  all  contributions  in  1970,  to  24  per  cent  in  1977.  In  the  pub- 
lic sector,  employee  contributions  have  declined  from  44  to  42  per  cent 
in  the  same  period.  Employer  contributions  in  the  private  sector  have 
increased  from  two-thirds  of  all  contributions  in  1970  to  three-quarters 
in  1977. 

Table  4 

Contributions  to  Pension  Plans    in   Canada   by   Employees    and    Employers, 

1965-1977 

1965        1970         1973        1977 
(Thousands  of  dollars) 
Employee 
contributions         516,151      674,705    1,058,133    2,141,015 

Employer 
contributions         653,399    1,052,796    1,933,000    4,074,153 

Total  1,169,550    1,727,501    2,991,133    6,215,168 

Source  Statistics  Canada,  Pension  Plans  in  Canada,  1976  and  1978. 

Table  5 

Contributions  to  Pension  Funds  in  Canada  by  Sector,  1970-1977 

1970  1973  1977 


Contribution     Public   Private   Public   Private   Public  Private 

source sector   sector    sector   sector    sector  sector 

(Millions  of  dollars) 

Employee        427.3    247.4      678.1    380.0   1,519.0  622.0 

Employer        544.6    508.2      975.3    957.7   2,076.0  1,998.2 

Total  971.9    755.6     1,653.4  1,337.7   3,595.0  2,620.2 

Source  Statistics  Canada,  Pension  Plans  in  Canada,  1976  and  1978. 

Table  6  shows  income  and  expenditures  for  selected  years  from  1960 
to  1977  for  trusteed  pension  funds. 

Statistics  Canada  notes  that  while  the  outgo  for  pension  payments 
has  been  steadily  increasing  in  absolute  dollar  amounts,  it  has  remained 
fairly  constant  as  a  percentage  of  total  expenditures,  fluctuating  be- 
tween 60  per  cent  and  71  per  cent  fron  1960  to  1977.  The  cash  withdraw- 
als in  1977  included  $167  million  paid  to  terminating  employees,  $82 
million  transferred  to  other  funding  agencies  and  nearly  $19  million 
withdrawn  in  respect  of  discontinued  plans. 
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Table  6 

Income  and  Expenditures,  Trusteed  Pension  Funds,  1960,  1965,  1970,  1974, 

1976,  and  1977 


1960 

1965 

1970 

1974 

1976 

1977 

(M: 

ill ions 

of  doll, 

ars) 

Income 

Employer  contributions 

230 

403 

658 

1,417 

2,259 

2,722 

Employee  contributions 

160 

271 

396 

711 

1,133 

1,198 

Investment  inccsrie 

152 

306 

546 

1,164 

1,639 

2,044 

Other (a) 

8 

18 

25 

69 

73 

141 

Total  Income 


550 


998 


1,625   3,361   5,104   6,105 


Expenditures 

Pension  payments 
Cost  of  pensions 

purchased 
Cash  withdrawals 
Administration  cost 
Net  loss  of  sale  of 

securities 
Other 

Total  expenditures 


107 


153 


197 


303 


377 


754 


1,037   1,195 


5 

8 

16 

26 

35 

37 

0 

84 

110 

201 

248 

280 

1 

5 

12 

22 

32 

43 

8 

2 

99 

99 

93 

117 

2 

7 

15 

68 

9 

13 

629   1,170   1,454   1,685 


a  Includes  net  profit  on  sale  of  securities. 

Source  Statistics  Canada,  Trusteed  Pension  Plans:   Financial  Statis- 
tics, 1977,  p.  12. 

Characteristics 

Until  1960,  contributory  plans  were  the  prevailing  pattern.  In 
1960,  only  7  per  cent  of  all  plans  were  non-contributory,  increasing  to 
24  per  cent   in  the  1970s. (28)     The  trend   in  membership  is  not  so  sharp. 

Table  7 

Proportion   of   Members    in   Contributory   and   Non- 
contributory  Plans,   Canada,    1960-1978 


Contributory 
plans 


Non-contributory 
plans 


1960 
1965 
1970 
1974 
1976 
1978 


(Per  cent) 

79.5 

20.5 

77.7 

22.3 

78.0 

22.0 

75.1 

24.9 

73.9 

26.1 

71.7 

28.3 

Source  Statistics  Canada,  Pension  Plans  in  Canada, 
1978,  p.  23. 
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In  Ontario  the  percentage  of  members  in  non-contributory  plans  is 
slightly  higher  than  for  Canada  as  a  v\*iole  at  31.1  per  cent  in  1978.  The 
trend  to  non-contributory  plans  is  chiefly  in  the  private  sector  since 
almost  all  public  sector  plans  are  contributory.  In  the  public  sector 
in  Canada  contributory  plans  covered  98.1  per  cent  of  members  in  1970 
and  99  per  cent  of  members  in  1978(29)  while  in  the  private  sector 
contributory  plans  covered  61.7  per  cent  of  members  in  1970,  and  50  per 
cent  in  1978.(30) 

The  vast  majority  of  members  of  pension  plans  are  in  defined  bene- 
fit plans,  that  is,  plans  \4iich  provide  a  specified  pension  based  on 
length  of  service  and  future  salary.  For  example  the  employer  promises 
to  pay  a  pension  of  2  per  cent  of  average  annual  earnings  for  the  five 
years  preceding  retirement  for  each  year  of  service  or  1  per  cent  of 
earnings  averaged  over  an  employee's  membership  in  the  plan  for  each 
year  of  service  or  so  much  a  month  for  each  year  of  service.  Defined 
benefit  plans  are  contrasted  with  defined  contribution  plans.  Defined 
contribution  plans  are  known  as  money-purchase  plans  since  the  employer 
and  employee  contribute  a  percentage  of  earnings  and  the  pension  is  the 
annuity  vtiich  can  be  purchased  with  the  total  contributions  accumulated 
with  interest. 

Defined  benefit  plans  have  maintained  their  dominant  position  since 

1960. 

The  proportion  of  members  in  final  earnings  and  career  average 
earnings  plans  has  remained  constant  at  approximately  75  per  cent  since 
1960.  Money  purchase  plans  declined  from  60  per  cent  of  plans  covering 
13  per  cent  of  members  in  1960  to  43.2  per  cent  of  plans  covering  4.8 
per  cent  of  rrembers  in  1978.  Among  defined  benefits  plans  there  has 
been  a  gradual  decrease  in  career  average  plans  and  a  gradual  increase 
in  final  earnings  and  flat  benefit  plans. 

Final  earnings  plans  provide  a  pension  related  to  earnings  at  or 
near  the  end  of  a  person's  career  and  reflect  the  notion  that  retirement 
income  should  bear  some  relationship  to  one's  earning  capacity  just  be- 
fore retirement.  In  addition,  final  earnings  formulas  reflect  expected 
increases  in  general  wage  levels  and  thus  have  built-in  inflation  pro- 
tection. Career  average  pensions  on  the  other  hand  are  based  on  the 
low-earnings  earlier  years  as  well  as  those  of  higher  earnings.  In 
terms  of  design  therefore  final  earnings  plans  are  more  popular  and  are 
considered  by  many  to  be  the  best  design  of  all  plan  types. 

A  trend  towards  higher  benefits  developed  in  the  last  half  of  the 
1960s  and  continued  into  the  1970s.  (31)  In  1965  just  half  of  the  mem- 
bers of  final  earnings  and  career  earnings  plans  were  entitled  to  a  pen- 
sion credit  of  2  per  cent  or  more  of  earnings  for  each  year  of  credited 
service.  This  proportion  increased  steadily  to  70  per  cent  in  1974  and 
75  per  cent  in  1978.  In  1965,  81  per  cent  of  members  of  flat  benefit 
plans  were  in  plans  providing  a  benefit  rate  of  less  than  $5  of  monthly 
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pension  for  each  year  of  credited  service  compared  to  8  per  cent  in 
1978.  In  1978,  about  65  per  cent  of  members  of  flat  benefit  plans  have 
a  benefit  rate  of  $8  or  more. 

Table  8 

Pension  Plans  in  Canada  by  Type  of  Plan,  1960-1978 

Percent  of  members  by  type  of  Ipenefit 


Type  of  plan 

1960 

1965 

1970 

1974 

1978 

Defined  benefit  plans 

Final  Earnings (a) 

49.8 

48.9 

50.9 

54.3 

58.7 

Career  Average  Earnings 

;(b) 

25.1 

28.4 

24,1 

20.1 

14.3 

Flat  Benefit 

9.5 

14.0 

15.0 

18.2 

20.6 

3.0 

6.5 

4.9 

5.1 

4.8 

1.3 

1.2 

0.8 

0.6 

0.5 

1.3 

1.0 

4.3 

1.7 

1.1 

(Sub-total)  (84.4)   (91.3)   (90.0)   (92.6)   (93.6) 

Money  purchase 
Profit  sharing 
Other  and  composite 

Total  100     100     100     100     100 

a  Includes  Final  Earnings  v\tiere  pension  is  based  on  a  fixed  percentage 
of  the  last  year's  earnings.  Final  Average  Earnings  where  pension  is 
based  on  an  average  of  earnings  for  a  final  number  of  years  (say  5) 
immediately  preceding  retirement,  and  Average  Best  Earnings  where 
the  pension  is  based  on  a  fixed  percentage  of  average  earnings  over 
a  specified  period  of  best  earnings  such  as  2  per  cent  of  the  5 
highest  years  in  the  10-year  period  before  retirement. 

b  The  pension  is  based  on  a  percentage  of  earnings  for  each  year  of 
service  or  membership  in  the  plan. 

Source  Statistics  Canada,  Pension  Plans  in  Canada,  1978,  p.  30. 

In  the  event  of  death  after  retirement,  plans  covering  about  20  per 
cent  of  members  in  the  private  sector  in  Canada  in  1978  provided  no  ben- 
efits. This  percentage  has  remained  constant  since  1970.  Those  provid- 
ing a  widow's  pension  or  survivor  pension  in  the  private  sector  covered 
23.4  per  cent  of  members  in  Canada  in  1978  up  from  14.3  per  cent  in 
1970.  Throughout  the  1970s  in  the  public  sector  in  Canada,  70  per  cent 
or  more  of  members  were  in  plans  with  a  survivor  pension. 

Vesting 

Historically  a  vesting  rule  has  been  provided  almost  universally  in 
pension  plans  but  Statistics  Canada  in  Pension  Plans  in  Canada  1974  ob- 
serves that  prior  to  1965  such  vesting  was  more  apparent  than  real.  Its 
1965  survey  showed  that  of  243,000  plan  members  who  terminated  employ- 
ment in  that  year,  less  than  3  per  cent  obtained  a  deferred  pension. 
Legislation  by  several  provinces  and  the  federal  government  in  the  mid- 
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1960s  required  vesting,  usually  after  age  45  and  10  years  of  qualifying 
service.  After  such  legislation  there  was  a  sharp  reduction  in  the  num- 
ber of  members  in  plans  which  provided  no  vesting  from  22  per  cent  in 
1965  to  less  than  1  per  cent  in  1978. 

Tnere  is  a  trend  to  less  stringent  vesting  conditions  observed  be- 
tween 1965  and  1978.  In  1965,  36.9  per  cent  of  members  were  in  plans 
with  immediate  vesting  or  vesting  after  10  years  or  less  of  service  or 
participation  compared  to  64.7  per  cent  in  1978. 

Shortcomings  Found  by  Portable  Pensions  Committee 

It  is  useful  to  examine  the  shortccmings  found  by  the  Committee  on 
Portable  Pensions  in  its  1961  report  and  to  ascertain  to  what  extent 
these  shortccmings  have  been  remedied. 

The  first  shortcoming  found  by  the  Committee  was  that  many  employ- 
ees who  worked  for  employers  with  plans  did  not  join.  One-third  of  em- 
ployees in  1957  did  not  belong  to  plans  although  working  for  employers 
with  plans.  The  Committee  found  that  the  restrictions  on  entry  into 
pension  plans  kept  membership  down;  age  requirements  and  lengthy  service 
requirements  were  cited.  It  recommended  that  the  maximum  waiting  period 
be  two  years. 

The  second  shortcoming  was  the  high  proportion  of  enrolled  workers 
whose  pension  accumulation  did  not  come  to  fruition.  The  committee 
called  this  a  "high  wastage  of  pension  accounts,"  referring  chiefly  to 
persons  \4io  moved  from  one  employer  to  another.  At  that  time  some  plans 
had  no  vesting  rule  and  many  had  long  service  requirements.  Ihe  Commit- 
tee found  that  the  preservation  of  pension  benefits  would  increase  the 
worker's  economic  security,  remove  a  barrier  to  the  free  movement  of 
labour  and  reduce  the  burden  on  government  old  age  assistance  programs. 
This  could  be  achieved  if  the  part  of  the  pension  purchased  by  employer 
contributions  became  vested  in  the  worker  at  the  time  of  job  termination 
and  if  there  were  restrictions  on  refunding  the  worker's  contributions. 
The  Committee  recommended  that  vesting  be  required  on  a  graduated  basis 
from  age  30  to  34  with  20  per  cent  vesting  at  the  age  30  increasing  20 
per  cent  a  year  to  100  at  age  34.  The  Committee  found  vesting  at  speci- 
fied ages  preferable  to  vesting  after  a  specified  period  of  service  (a 
departure  from  the  prevailing  practice)  because  at  the  middle  and  higher 
ages  the  need  for  vesting  existed  regardless  of  length  of  service. 

The  Committee  also  recommended  that  20  per  cent  of  employee  contri- 
butions be  locked  in  at  age  30,  increasing  20  per  cent  a  year  to  100  per 
cent  at  age  34  and  over. 

A  third  shortcoming  was  the  limited  number  of  plans.  The  Conmittee 
found  that  30  per  cent  of  the  labour  force  (including  the  unemployed, 
self-employed  and  family  workers)  and  40  per  cent  of  the  total  employees 
with  jobs  were  members   of  pension  plans.      The   Committee   found   that 
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employers  in  the  uncovered  area  generally  had  small  staffs  or  seasonal 
workers. 

The  Canmittee  was  convinced  that  the  expansion  of  pension  plans 
would  proceed  neither  quickly  enough  nor  far  enough  to  meet  the  social 
needs  unless  government  inducements  or  compulsion  were  invoked.  The 
Committee  therefore  recommended  that  all  employers  with  15  or  more 
employees  should  be  obliged  to  introduce  pension  plans. 

A  fourth  and  less  serious  shortcoming  was  the  limited  benefit  paid 
in  the  event  of  death  before  retirement,  especially  in  non-contributory 
plans . 

A  fifth  and  especially  serious  shortcoming  was  the  unevenness  of 
government  supervision  and  inspection.  The  first  and  only  regulation  of 
pension  plans  was  that  exercised  by  the  Department  of  National  Revenue. 
(32)  Individuals  had  been  allowed  to  deduct  pension  contributions  to 
registered  plans  since  1919,  employers  since  1917.  Certain  limits  on 
the  amount  of  deductions  allowed  were  imposed  from  1936,  but  federal 
regulation  was  slight  before  1947.  Exceptions  to  federal  regulation 
arose  when  the  employer  was  not  subject  to  corporation  or  personal 
incCTtie  tax  and  v*en  the  plan  was  non-contributory.  In  1950  the  "pension 
blue  book"  entitled  "Statement  of  Principles  and  Rules  Respecting 
Pension  Plans  for  the  Purposes  of  the  Income  Tax  Act"  provided  for 
vesting  of  the  employer's  contribution  after  20  years'  membership  and 
attainment  of  age  50.  In  1959  new  rules  were  announced  in  Information 
Bulletin  No.  14  and  the  vesting  rules  were  not  continued.  Constitu- 
tional reasons  were  given  for  withdrawal  of  vesting  requirements. 

There  was  no  other  regulation  or  inspection  of  pension  plans.  How- 
ever, life  insurance  companies  were  inspected  and  regulated  in  their 
business  to  ensure  that  their  contractual  liabilities  including  pension 
liabilities  would  be  met  in  full.  In  1960,  insured  plans  accounted  for 
one-third  of  all  plans  (whether  expressed  in  terms  of  assets  or  covered 
eiTployees).  Trusteed  and  non-insured  plans  constituted  the  remainder 
which  were  generally  administered  by  trust  companies. (33)  The  capacity 
of  these  pension  funds  to  meet  pension  liabilities  was  not  subject  to 
government  review.  (Non-insured  plans  include  pension  funds  managed  by 
life  insurance  companies  in  a  branch  of  their  business  known  as  deposit 
administration,  without  assuming  responsibility  for  the  ability  of  a 
plan  to  provide  the  specified  benefits.) 

As  for  public  sector  plans,  some  governments  and  agencies  issued 
reports  and  occasional  valuations. 

The  Committee  found  that  many  plans  in  both  the  public  and  private 
sector  would  not  have  sufficient  assets  if  the  employer  ceased  opera- 
tion, particularly  in  terminally  funded  plans  and  those  that  paid  pen- 
sions vy^ose  amount  was  based  on  some  average  of  final  earnings.  (Termi- 
nal funding  means  the  employer  does  not  systematically  set  aside  monies 
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to  pay  for  pensions,  but  undertakes  to  pay  for  the  pension  at  the  point 
of  retirement. ) 

Tne  Committee  recommended  that  pension  plans  and  annual  statements 
of  assets  and  liabilities  and  incane  be  filed  in  a  government  office  and 
that  an  actuarial  certificate  be  required  every  few  years. 

The  sixth  shortcoming  was  the  possibility,  amounting  in  some  cases 
to  certainty,  that  pension  plans  set  up  economic  forces  that  reduced 
employment  opportunities  for  older  workers.  The  Committee  found  that 
rates  of  unemployment  were  considerably  higher  for  older  workers  than 
for  younger  workers,  although  the  causes  of  unemployment  were  not  exclu- 
sively confined  to  pensions. 

Some  plans  did  not  accept  members  over  the  age  of  45  or  50.  Em- 
ployers defended  this  practice  because  they  would  have  to  provide  dis- 
proportionately large  pensions  for  those  with  a  short  record  of  service 
late  in  life.  Hiring  older  workers  meant  additional  pension  costs  if 
they  ioecame  plan  members.  The  Committee  found  that  some  types  of  plans 
and  some  methods  of  funding  offered  considerable  financial  inducement  to 
age  discrimination.  It  concluded  that  contributory  defined  benefit 
plans  and  flat  benefit  plans  differentiated  "to  a  disturbing  degree  be- 
tween old  and  young,  and  hence  may  be  regarded  as  inimical  to  employment 
of  the  elderly."  Only  the  money-purchase  plan  was  found  to  be  entirely 
neutral  with  respect  to  age.  Non-contributory  defined  benefit  plans 
ranked  between  contributory  defined  benefit  plans  and  flat  benefit  plans 
with  regard  to  age  discrimination. 

The  Committee  felt  that  their  recommended  vesting  and  eligibility 
rules  would  encourage  the  employment  of  older  workers. 

After  the  report  of  the  Committee  the  Province  of  Ontario  intro- 
duced legislation  in  1963,  "to  provide  for  the  Extension,  Improvement 
and  Solvency  of  Pension  Plans  and  for  the  Portability  of  Pension 
Benefits." (34)  The  legislation  required  employers  with  more  than  fif- 
teen employees  to  establish  a  standard  pension  plan  to  becone  effective 
on  or  before  January  1,  1965. 

The  standard  pension  plan  provided  for  eligibility  between  the  ages 
of  30  and  70  and  the  payment  of  a  pension  benefit  (annuity)  at  age  70. 
The  plan  could  use  a  career  average  formula  of  1/2  per  cent  of  monthly 
remuneration  up  to  $400  per  month  for  each  year  of  eligible  employment, 
a  money-purchase  formula  of  1  1/2  per  cent,  2  per  cent  and  3  per  cent  at 
ages  30,  45  and  55  respectively  of  the  first  $400  of  remuneration  per 
month  with  interest  of  not  less  than  4  per  cent,  or  a  flat  benefit  for- 
mula of  $2  a  month  for  each  year  of  eligible  employment.  The  legisla- 
tion did  not  deal  with  cost-sharing  or  require  employee  contributions. 

The  act  provided  for  the  establishment  of  the  Pension  Commission  of 
Ontario,  the  registration  of  plans,  funding  of  pension  plans  to  assure 
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solvency,  immediate  vesting  and  lockinq-in  at  age  30  in  the  standard 
plan,  and  authority  to  establish  a  central  pension  agency  to  hold  pen- 
sion benefits  transferred  from  employment  plans  when  employees  with 
vested  rights  changed  jobs. 

Supplementary  pension  plans  could  be  registered  to  provide  addi- 
tional benefits  and  these  plans  had  to  provide  for  a  deferred  annuity  at 
termination  of  employment  for  anyone  vfho  had  reached  the  age  of  45  and 
who  had  been  an  employee  for  10  years. 

The  provisions  of  this  legislation  relating  to  the  compulsory  es- 
tablishment of  a  standard  plan  were  repealed  in  1964.(35)  In  the  early 
1960s  discussions  had  begun  concerning  the  enactment  of  a  national 
earnings- re la ted  pension  plan  and  the  Ontario  mandatory  plan  never  came 
into  effect.  Ihere  was  no  outcry  at  the  time  about  the  requirement  to 
have  a  conpulsory  plan  and  its  failure  to  be  implemented  was  a  result  of 
federal-provincial  negotiations  leading  to  the  enactment  of  the  Canada 
Pension  Plan  in  1965.(36) 

The  balance  of  the  legislation  came  into  effect;  it  kept  other  fea- 
tures of  the  original  legislation  such  as  the  establishment  of  the  Pen- 
sion Conmission  of  Ontario,  the  45  and  10  vesting  rule,  the  requirement 
to  report  and  to  fund  pension  promises  as  required  by  the  regulations. 
However,  the  adoption  of  a  pension  plan  became  voluntary  on  the  part  of 
the  employer. 

As  to  the  shortcomings  found  by  the  Committee,  some  are  still 
apparent,  while  others  cannot  be  assessed  due  to  lack  of  data.  For 
instance,  we  cannot  ascertain  from  Statistics  Canada  or  the  Pension 
Commission  of  Ontario  the  number  of  persons  v^o  are  not  members  of  plans 
although  working  for  employers  viho  provide  plans.  Reasons  for  such  non- 
membership  are  individual  choice  or  the  operation  of  eligibility  condi- 
tions. Plans  covering  one-quarter  of  membership  have  no  conditions  for 
membership,  10  per  cent  have  a  minimum  service  requirement,  18  per  cent 
have  minimum  age  requirements  and  the  balance  are  combinations  of  mini- 
mum and  maximum  age  and  service  requirements.  (37)  Our  consumer  survey 
shows  that  of  445  respondents  whose  most  recent  employer  had  a  pension 
plan,  45  or  9.2  per  cent  stated  they  were  not  eligible  to  join  (22  per 
cent  for  the  second  most  recent  employer  and  24  per  cent  for  the  third 
most  recent  employer).  The  percentages  of  those  not  eligible  to  join 
were  traced  to  the  previous  six  employers  and  ranged  from  8.4  per  cent 
to  33.1  per  cent.  Of  445  respondents  whose  most  recent  employer  had  a 
pension  plan,  419  joined  the  plan.  We  have  no  information  on  the 
particular  age  and  service  requirements  for  eligibility.  None  of  the 
briefs  to  the  Commission  indicated  that  the  lack  of  minimum  eligibility 
rules  is  a  problem.  It  should  be  noted  however  that  it  is  possible  to 
exclude  an  employee  fron  participation  in  a  pension  plan  by  requiring  a 
minimum  age  for  access  without  contravening  age  discrimination  regula- 
tions. (38)  However,  the  Pension  Benefits  Act  contains  a  provision  vv^ich 
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may  be  used  to  prevent  arbitrary  eligibility  rules  and  will  be  discussed 
in  detail  later. 

Ontario  legislation,  however,  has  dealt  with  the  problem  of  maximum 
age  limits  for  entry.  In  1978,  plans  with  9.3  per  cent  of  members  were 
in  plans  that  provided  a  maximum  age  for  eligibility  membership  and  a 
further  7  per  cent  were  in  plans  that  provided  a  maximum  age  and  years 
of  service. (39)  In  its  1975  report,  the  Task  Force  on  Elnployee  Benefits 
under  Part  X  of  the  Ehiployment  Standards  Act  found  that  employers  tend 
to  be  reluctant  to  allow  new  older  employees  to  enrol  in  their  pension 
plans. (40)  The  Task  Force  found  that  34.6  per  cent  of  plans  had  maximum 
age  limits  for  entry  below  age  65  and  most  of  these  (77.8  per  cent)  had 
maximum  eligibility  ages  between  55  and  64.  After  that  report,  legisla- 
tion prohibited  maximum  ages  for  access  to  plans  except  that  a  plan  may 
limit  the  maximum  age  to  join  to  the  normal  pensionable  age  where  that 
age  is  under  65.(41)  Thus  if  a  plan  provides  for  a  normal  pensionable 
age  of  60,  new  employees  age  60  and  over  may  be  excluded.  Normal  retire- 
ment age  is  65  in  plans  covering  69.9  per  cent  of  members  in  1978.(42) 
(For  a  detailed  discussion  of  normal  retirement  age  see  the  chapter  on 
Retirement  Age.) 

The  second  shortcoming  identified  by  the  Committee  was  the  lack  of 
portability.  Tbday,  employment  pensions  still  are  not  portable  in  the 
sense  of  being  readily  transferable.  However,  the  vesting  rule  required 
by  legislation  has  assured  that  a  pension  will  be  payable  if  a  member  is 
age  45  and  has  10  years'  service  or  membership  in  the  plan. 

The  Pension  Benefits  Act  permits  a  transfer  on  termination  of  a 
pension  benefit  credit  arising  fron  a  deferred  life  annuity  to  another 
pension  plan  or  registered  retirement  savings  plan  if  the  monies  are 
locked-in  as  required  for  a  deferred  life  annuity  under  the  act.  (43) 
The  Pension  Commission  takes  the  position  that  before  a  transfer  is  al- 
lowed the  plan  must  permit  such  a  transfer.  Therefore  a  credit  cannot 
be  transferred  at  the  option  of  the  employee.  Few  plans  provide  for 
such  a  transfer.  In  the  public  sector,  provision  is  made  through  recip- 
rocal transfer  agreements  for  recognizing  other  public  sector  employment 
and  a  measure  of  portability  exists  for  changes  from  one  public  sector 
eiTployer  to  another. 

The  third  shortcoming,  partial  coverage  in  the  private  sector,  has 
remained  apparently  stabilized  at  40  per  cent  based  on  Statistics  Canada 
figures.  Coverage  in  the  public  sector  is  almost  100  per  cent.  The 
Commission  has  done  its  own  study  of  coverage  v\^ich  will  be  discussed  in 
Volume  II. 

As  to  the  fourth  shortcoming,  the  lack  of  benefits  on  death  before 
retirement,  in  1970,  12.4  per  cent  of  members  were  in  plans  which  pro- 
vided no  benefit  on  death  before  retirement  (14  per  cent  in  1974  and 
15.5  per  cent  in  1978).  In  1978,  23.1  per  cent  of  members  were  in  plans 
which  gave  a  refund  of  employee  contributions;  4.0  per  cent  were  in 


48 


plans  vstiich  gave  a  refund  of  vested  employer  contributions;  44.7  per 
cent  were  members  in  plans  which  provided  a  spouse's  pension;  and  11.8 
per  cent  refunded  both  employee  and  vested  employer  contributions.  Al- 
most all  plans  in  the  public  sector  now  provide  a  benefit  or  refund  on 
death  before  retirement  and  71.7  per  cent  of  members  are  in  plans  which 
provide  a  spouse's  pension.  In  the  private  sector,  27.6  per  cent  of 
members  receive  no  benefit  on  death  before  retirement.  Non-contributory 
plans  generally  provide  either  surviving  spouse's  pensions  or  no  bene- 
fits; there  are  no  employee  contributions  to  be  refunded.  It  should  be 
noted  that  group  insurance  may  be  and  is  often  provided  outside  the 
pension  plan  itself. 

The  fifth  shortcaning  was  the  unevenness  of  government  supervision 
and  inspection.  Since  1961,  legislation  similar  to  the  Ontario  Pension 
Benefits  Act  (1965)  has  been  passed  in  Quebec,  Alberta,  Saskatchewan, 
Nova  Scotia,  and  Manitoba.  The  federal  government  has  enacted  similar 
legislation  for  its  employees  and  for  employees  of  federal  undertakings. 
In  addition,  most  pension  plans  must  ccmply  with  the  requirements  of  the 
Department  of  National  Revenue.  Ttie  Department  publishes  Information 
Circulars  vvtiich  set  out  the  conditions  under  v\^ich  a  pension  plan  can  be 
registered  so  that  contributions  are  tax  deductible.  Although  not  con- 
tained in  the  Income  I^x  Act  or  regulations,  these  conditions  constitute 
a  great  deal  of  control  governing  most  aspects  of  plan  design  including 
funding,  investment,  contributions,  and  levels  and  types  of  benefit.  As 
a  matter  of  practice,  the  Department  of  National  Revenue  does  not  reg- 
ister a  pension  plan  unless  it  is  also  registered  in  those  provinces 
having  pension  benefit  legislation.  The  question  of  jurisdiction  over 
pension  plans  and  the  desire  for  uniformity  is  discussed  in  Volume  II. 

A  sixth  shortconing  was  the  reduced  employment  of  older  workers. 
Today,  unemployment  of  older  workers  is  less  severe  than  found  by  the 
Committee  in  1961.  The  following  table  shows  unemployment  rates  by  age 
in  Ontario  for  selected  years. 

Table  9 

Unertployment  Rates  by  Age,  CTitario,   1956-1975 


All  ages 

14-19 

20-24 

25-44 

45+ 

Annual  average 

(Per  cent) 

1956 

2.4 

4.3 

3.2 

2.0 

2.1 

1960 

5.4 

11.4 

6.9 

4.5 

4.5 

1965 

2.5 

6.7 

3.0 

1.7 

2.3 

1970 

4.3 

10.8 

6.0 

3.2 

3.0 

1975 

6.3 

11.2(a) 

5.0 

4.1 

a  Age 

groups  combined 

for 

1975  onwards. 

Source 

Ontario  Statist 

:ics, 

,  1977, 

Vol.  2,  p.  354. 
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Problems  of  unemployment  have  now  shifted  to  the  young.  In  1978, 
46  per  cent  of  the  unemployed  in  Canada  were  between  the  ages  of  15  and 
24.  Changes  in  1975  limited  the  use  of  maximum  eligibility  ages.  How- 
ever, the  Conference  Board  of  Canada  in  its  1979  report.  Mandatory  Re- 
tirement Policy:  A  Human  Rights  Dilemma  found  that  older  workers  were 
not  hired  by  many  survey  respondents  because  of  the  impact  on  pension 
costs.  Consideration  was  given  to  whether  the  existence  of  pension 
plans  may  inhibit  job  mobility.  Our  sociologist.  Dr.  Kubat,  advised 
that  there  were  no  Canadian  studies  to  determine  whether  the  existence 
of  a  pension  plan  is  a  factor  in  job  mobility  although  a  reasonable 
assumption  is  that  a  loss  of  pension  rights  would  be  a  consideration  in 
the  decision  to  change  employment.  However,  job  mobility  tends  to  be 
highest  at  early  ages,  v\tiile  those  over  45  are  generally  more  "stable." 

The  problems  of  inadequate  coverage  and  lack  of  portability  have 
not  changed  significantly  over  the  past  twenty  years.  Most  improvements 
have  occurred  in  the  public  sector  vAiere  coverage  is  virtually  complete 
and  some  real  portability  exists.  Public  sector  employees  constitute  40 
per  cent  of  all  plan  membership.  With  respect  to  coverage  and  portabil- 
ity, private  sector  employment  pension  plans  have  not  substantially  im- 
proved. Where  improvements  have  occurred  such  as  the  45  and  10  vesting 
rule,  they  are  often  the  direct  result  of  government  intervention  and 
regulation.  Improvements  in  supervision  and  inspection  and  funding  are 
a  result  of  pension  benefit  legislation.  There  has  been,  however,  some 
improvement  in  the  vesting  rules  from  the  legislated  minimum  of  age  45 
and  10  years  service.  Plans  providing  vesting  on  termination  after  10 
years  service  at  any  age  covered  29.8  per  cent  of  members  in  1965  and 
69.4  per  cent  in  1978. 

Looking  at  the  developnent  of  employment  pensions  over  the  past 
twenty  years,  there  is  reason  to  question  whether  major  improvements 
will  be  made  in  the  absence  of  further  government  initiative. 


G0VERNME3\IT  RETIREMENT  INCOME  PROGRAMS 

Old  Age  Pensions 

Until  this  century  there  were  few  old  age  pensions.  One  worked  as 
long  as  one  was  able  and  periods  of  "retirement"  were  relatively  short. 
The  elderly  poor  were  usually  cared  for  by  other  members  of  the  family, 
and  assistance  was  available  through  municipal  relief  or  private  char- 
ity. Ontario  developed  a  comprehensive  network  of  municipal  homes  for 
the  disabled  and  poor,  including  the  aged  poor. (44)  A  1903  act  required 
all  counties  to  establish  homes  by  1906,  and  these  co-existed  with  local 
municipal  homes. 

Pensions  for  the  elderly  had  been  discussed  in  Canada  since  the 
early  twentieth  century.  A  broad  social  security  program  was  first 
enacted  in  Germany  in  1889  and  an  income-tested  pension  program  was 
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established  in  England  in  1908.  Canada  began  an  annuities  program  to 
encourage  saving  in  1908.  In  1925  England  established  a  contributory 
social  security  plan  which  provided  flat  benefits  for  the  elderly;  the 
German  and  other  systems  were  wage-related.  By  1928  all  European  coun- 
tries had  established  contributory  old  age  insurance  programs. 

By  the  mid-twenties  a  consensus  began  to  emerge  in  Canada  that  the 
government  should  provide  a  monthly  pension  to  the  elderly  who  were 
otherwise  destitute.  In  1927,  the  Dominion  government  established 
Canada's  first  government  pension  program,  providing  $20  a  month  at  age 
70  to  persons  who  qualified  on  the  tasis  of  a  means  and  incone  test. (45) 
The  idea  of  a  straight  government  grant  to  the  elderly  gained  support 
for  many  reasons.  Old  age  was  considered  to  be  akin  to  permanent  disa- 
bility because  of  the  problem  of  finding  employment.  It  was  also  recog- 
nized as  a  universal  condition.  The  Marsh  Report  of  1943  described  the 
situation  as  follows: 

"...only  in  the  case  of  old  age  pensions  is  there  a  full  acknowl- 
edgement of  social  responsibility  by  all  nine  provincial  govern- 
ments and  the  federal  government  as  well.  The  nature  of  the  prob- 
lem, however,  is  sometimes  not  so  thoroughly  considered.  There  is 
nothing  in  old  age,  of  and  by  itself,  which  requires  that  social 
security  provision  be  made  for  it.  If,  for  example,  medical  sci- 
ence were  able  to  discover  some  secret  by  which  the  active  work- 
span  of  men  and  women  could  be  prolonged  to  one  hundred  years  of 
age,  no  cne  would  think  of  suggesting  old  age  pensions  at  seventy. 
It  is  only  because  increasing  age  associates  with  itself  the  in- 
creasing inability  to  perform  useful  work  that  we  have  to  consider 
the  problem  at  all.  This  point  of  view,  vhich  makes  of  old  age  a 
disability,  permanent  and  increasing  to  the  extent  that  prospects 
of  eventually  returning  to  employment  are  practically  nil,  rein- 
forces the  point  made  earlier  that  the  nature  of  provision  for  old 
age  and  for  permanent  disability  should  be  similar,  if  not  identi- 
cal. Old  age  is,  in  short,  a  specialized  aspect  of  permanent  total 
disability  so  far  as  the  employment  market,  the  wage  structure,  or 
the  ability  to  earn  and  maintain  a  level  of  incone  are  concerned." 
(46) 

Tnere  were  several  factors  in  the  emerging  consensus.  First,  real 
hardship  existed  for  the  elderly.  In  addition,  with  the  increasing 
urbanization  of  Canada,  many  urban  residents  were  separated  from  fam- 
ilies v*io  might  otherwise  contribute  to  the  support.  Second,  introduc- 
tion of  a  government  pension  did  not  appear  to  undermine  the  work  ethic. 
By  limiting  it  to  persons  in  their  seventies  and  older,  the  government 
could  not  be  accused  of  encouraging  shiftlessness,  laziness,  and  improv- 
idence. Finally,  the  labour  movement  was  gaining  strength  and  it  had 
been  seeking  state  pensions  for  many  years. 

The  first  old  age  pension  program  provided  a  maximum  pension  of 
$240  a  year.   In  addition,  pensioners  could  have  outside  income  up  to 
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$125  a  year  without  reducing  the  pension.  Thus,  the  total  possible 
income  was  $365  a  year.  (47)  Because  of  constitutional  limitations  the 
Dominion  government  could  not  implement  the  pension  program  alone  and 
co-cperation  of  the  provinces  was  required.  The  act  authorized  the 
federal  government  to  enter  into  an  agreement  with  the  provinces  to  pay 
half  of  the  cost  of  pensions.  Ontario  joined  the  program  in  1929,  but 
it  took  ten  years  for  all  the  provinces  to  join.  Some  provinces  felt 
they  could  not  afford  their  half  share  of  the  cost  and  there  were  juris- 
dictional arguments  about  Ottawa's  "intrusion"  into  provincial  rights. 
The  program  was  not  changed  until  1952  when  a  constitutional  amendment 
gave  jurisdiction  to  the  federal  government  in  the  field  of  old  age 
pensions. 

The  Old  Age  Pensions  Act  of  1927  was  one  of  the  first  pieces  of 
social  security  legislation  in  Canada.  Few  other  incone  replacement  or 
income  security  programs  were  in  existence  at  the  time.  Workmen's  com- 
pensation legislation  began  in  a  limited  way  with  the  Cntario  Workmen's 
Compensation  for  Injuries  Act  of  1886,  replaced  by  a  comprehensive 
statute  in  1914.  Little  other  social  legislation  existed  until  the 
Depression,  except  for  benefits  for  veterans  after  World  War  I.  The 
Ontario  Industrial  Standards  Act  set  a  minimum  wage  for  men  in  1936,  a 
minimum  wage  for  women  having  been  legislated  in  1920.  There  were  no 
changes  in  the  Old  Age  Security  Act  until  1952,  except  for  providing  in 
1939  that  the  blind  were  eligible  for  benefits. 

The  Marsh  Report  (1943)  looked  at  the  v\^ole  field  of  social  welfare 
programs,  including  the  federal-provincial  pension  program  which  had 
been  in  operation  for  fifteen  years.  It  criticized  the  Old  Age  Pension 
program,  particularly  its  administration.  Administration  varied  from 
province  to  province;  in  particular  it  was  subjective  and  uneven  in  the 
approach  to  the  means  test.  An  income  value  was  assigned  to  assets 
whether  or  not  income  was  produced.  Children  were  assumed  to  contribute 
to  the  support  of  parents  vi^iether  or  not  they  did  so  in  fact. 

The  report  found  that  a  large  percentage  of  aged  people  were  in 
need  of  assistance  but  that  many  were  refused  by  the  technical  operation 
of  the  1927  program.  It  was  found  that  50  to  65  per  cent  of  persons 
over  70  were  dependent  upon  public  assistance.  ( 48  )  The  report  noted, 
"in  no  province  can  it  be  said  that  the  old  age  pension  administration 
carries  out  an  adequate  social  treatment  of  the  problem  of  assistance 
and  service  to  the  aged  person. "(49)  At  that  time,  the  Province  of 
British  Columbia  and  Alberta  provided  an  additional  $5  per  month  and 
Ontario  provided  supplementary  medical  services. 

The  Marsh  Report  found  that  the  trend  was  clearly  in  the  direction 
of  compulsory  contributory  insurance  for  retirement  and  old  age.  "Con- 
tributory insurance  combines  the  test  features  of  the  individualist  and 
of  the  collectivist  approach,  in  that  it  binds  every  citizen  of  the  com- 
munity to  the  need  of  providing  some  measure  of  security  for  himself  in 
the  future,  and  at  the  same  time  signalizes  certain  responsibilities 
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which  the  individual  carries  to  help  meet  the  pooled  risks  of  his  fellow 
citizens." (50) 

A  collective  approach  to  economic  security  for  all  Canadians  in- 
cluding the  elderly  became  entrenched  after  the  Depression  of  the  1930s. 
The  Depression  shattered  people's  faith  in  the  ability  of  the  individual 
as  well  as  of  communities  to  meet  their  own  social  and  economic  needs. 
The  realization  that  widespread  economic  disaster  could  occur  made 
people  search  for  solutions  through  government  action  at  the  national 
level.  Unemployment  in  cities  reached  a  peak  of  50  per  cent  in  1933; 
such  widespread  unemployment  overrode  previous  fears  that  unemployment 
relief  rewarded  the  lazy  and  shiftless.  Unemployment  insurance  was 
first  enacted  in  1935,  although  a  functioning  program  did  not  emerge 
until  1940. 

In  the  years  following  the  Marsh  Report,  pressures  to  reform  pen- 
sions continued.  Ihere  was  much  discussion  about  the  form  of  social 
security;  whether  people  should  contribute  to  the  program,  whether  it 
should  be  insurance  against  the  wider  risks  of  disability  before  and 
after  retirement,   and  whether  there  should  be  a  means  test. 

At  the  end  of  the  Second  World  War  a  period  of  growth  in  income 
security  and  social  welfare  programs  began.  A  major  departure  was  the 
adoption  of  a  universal  approach,  starting  with  Family  Allowances  in 
1945  and  soon  afterward  applied  to  old  age  pensions .( 51 )  While  social 
benefits  traditionally  had  been  based  on  individual  need,  the  new  ap- 
proach was  to  treat  all  in  a  defined  category  equally  regardless  of 
individual  ireans  or  incone. 

In  1952  the  1927  Old  Pqe  Pensions  Act  was  replaced  by  legislation 
providing  for  a  universal  payment.  At  the  same  time  an  income-tested 
pans ion  was  made  available  to  people   in  the  65-70  age  group. 

The  Old  Age  Security  Act  (1951)  came  into  effect  in  January  1952. 
It  provided  a  universal  pension  of  $40  monthly  at  age  70  to  all  who  had 
resided  in  Canada  for  20  years  prior  to  canmencement  of  benefits.  The 
federal  government  assumed  full  responsibility  for  the  program,  which 
was  financed  by  a  special  Old  Age  Security  tax. 

The  Old  Age  Assistance  Act  (1951)  also  came  into  effect  in  1952, 
and  provided  an  incone- tested  pension  of  $40  per  month  with  the  same 
residence  requirement  as  the  universal  program  but  applicable  to  those 
between  ages  65  and  70.  This  program  was  a  shared-cost  undertaking  of 
the  provinces  and  Canada.  The  limit  on  allowable  income  was  $720  a  year 
for  single  and  widowed  pensioners  and  $1,200  for  those  who  were  married. 
In  the  public  debate  vvtiether  the  benefits  should  be  universal,  all  were 
agreed  that  the  means  test  should  be  abolished;  that  is,  any  test  of 
need  should  be  based  on  incone  alone  and  not  a  person's  assets  or  poten- 
tial  family  support. 
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The  1951  legislation  constituted  a  watershed  in  government  programs 
for  the  elderly.  It  was  a  major  step  toward  institutionalizing  the  in- 
come support  of  the  elderly  on  a  basis  entirely  distinct  from  the  family 
unit.  The  primary  obligation  for  support  of  the  elderly  had  shifted 
from  the  individual  family  to  the  community  at  large.  The  prosperity  of 
the  1950s  contributed  to  the  decline  of  the  extended  family  and  height- 
ened the  need  for  institutionalized  retirement  arrangements  for  the 
elderly.  As  government  revenues  expanded  it  became  easier  to  meet  this 
need  through  organized  programs. 

These  programs  also  affirmed  the  principle  of  income  entitlement 
for  all  Canadians  aged  70.  The  notion  of  entitlement  sank  deep  roots. 
Annual  improvements  in  living  standards  and  gains  in  national  wealth 
were  perceived  as  entitling  citizens  to  a  growing  share  of  national 
incone. 

In  another  important  respect  the  CAS  legislation  of  1951  was  a  pre- 
cursor of  later  pension  legislation:  by  prescribing  a  special  Old  Age 
Security  tax  (on  manufacturers'  excise,  corporation  tax,  and  personal 
income  taxes),  the  government  made  the  C?vS  something  of  a  contributory 
pension  program.  In  particular,  the  special  calculation  each  individual 
taxpayer  made  in  filing  his  return  helped  reinforce  the  view  that  this 
was  no  "handout"  program,  but  an  arrangement  by  the  government  to  pay  a 
pension  financed  by  the  contributions  of  those  who  would  ultimately 
benefit.  However  oblique  the  concept  may  have  been,  it  undoubtedly 
convinced  many  Canadians  that  they  had  "paid  for"  their  old  age  pensions 
by  years  of  contributing  to  the  special  "fund."  The  device  of  earmarked 
taxes  was  discontinued,  however,  in  1972. 

The  Old  Age  Security  program  has  remained  a  universal  program. 
Beginning  in  1965  the  eligible  age  was  reduced  one  year  at  a  time  until 
it  reached  age  65  in  1970.  Pension  amounts  have  continued  to  increase, 
and  full  escalation  for  increases  in  the  cost  of  living  on  an  annual 
basis  began  in  1972.  The  basic  benefit  was  increased  to  $100  in  1973; 
in  the  same  year  escalation  was  changed  to  a  quarterly  basis.  With 
these  changes  came  the  disappearance  of  Old  Age  Assistance  as  such,  and 
introduction  of  certain  income  supplements,  discussed  later  in  this 
chapter,  for  needy  persons  aged  65  and  over,  and  for  the  spouses  aged  60 
to  65  of  Old  Age  Security  pensioners. 

Canada  Pension  Plan 

The  Canada  Pension  Plan,  v\^ich  came  into  effect  on  January  1,  1966, 
was  the  first  government  contributory  earnings-related  pension  plan. 
The  idea  of  a  contributory  plan  had  been  considered  in  the  past,  having 
been  recommended  by  the  Quebec  Social  Insurance  Commission  in  1933,  and 
by  the  Marsh  Report  in  1943.  The  Marsh  Report  found  the  trend  to  be  in 
the  direction  of  compulsory  contributory  insurance  against  retirement 
and  old  age.  In  1950  the  Canadian  Labour  Congress  proposed  a  two-level 
program  consisting  of  a  universal  pension  and  an  earnings-related   con- 
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tributory  pension.  However,  in  1952,  universal  pensions  rather  than 
contributory  pensions  were  enacted.  Thereafter,  there  was  a  growing 
movement   in  favour  of  superimposing  a  contributory  plan. 

The  form  of  the  contributory  program  was  the  subject  of  a  sometimes 
bitter  national  debate.  The  Canada  Pension  Plan  is  discussed  in  detail 
else\^ere,  but  it  is  worth  recalling  some  features  of  the  controversy 
over  this  legislation. 

The  Canada  Pension  Plan  (CPP)  first  emerged  as  an  election  issue  in 
1957  when  the  Conservative  leader  John  Diefenbaker  looked  to  the  old 
age,  survivors',  and  disability  insurance  plan  of  the  United  States. (52) 
The  CCF  in  1957  developed  a  detailed  proposal  for  a  combined  universal 
and  earnings-related  pension  program,  adopted  and  modified  by  the  New 
Democratic  Party  in  1961.  In  that  year  the  Liberal  Party  adopted  the 
concept;  and  the  Pearson  government  on  June  21,  1963  introduced  a  reso- 
lution v\tiich  embodied  the  early  formulation  of  the  CPP. 

Soon  afterwards  the  life  insurance  industry  launched  a  national 
campaign  against  the  plan,  having  been  assured  by  the  Minister  of  Health 
and  Welfare,  Judy  LaMarsh,  that  the  government  indeed  meant  to  proceed 
with  the  plan.  The  life  insurers  denounced  the  plan  as  actuarially  un- 
sound, inequitable,  excessive  government  intervention  and  a  threat  to 
private  pension  plans.  Other  business  groups  joined  in  the  attack. 
Labour  groups  launched  their  own  campaign  in  support  of  the  plan. 

There  was  much  discussion  of  the  fundamental  design  of  the  plan. 
The  federal  government  originally  wanted  a  pure  pay-as-you-go  plan  - 
that  is,  a  plan  \*iose  benefits  would  be  paid  out  of  general  tax  revenues 
as  required.  Quebec  wanted  to  enact  its  own  plan  with  a  fund  which 
could  be  used  for  provincial  development  purposes .  Ontario  wanted  a 
plan  organized  as  far  as  possible  on  insurance  principles.  The  federal 
government  opposed  a  huge  build-up  of  money  under  government  control . 
Tne  Qjebec  design  of  a  partly-funded  plan  won  out  although  all  provinces 
appreciated  the  prospect  of  obtaining  low-interest  loans  from  the  CPP 
fund.  The  final  legislation  ingeniously  tied  the  interest  rate  on  pro- 
vincial borrowings  each  month  to  the  going  rate  for  Government  of  Canada 
bonds  having  a  term  of  twenty  years  or  more.  Apart  from  the  obvious 
subsidy  to  provinces  with  lower  credit  ratings,  this  formula  resulted  in 
a  subsidy  even  to  taxpayers  in  Ontario  and  Alberta.  Since  1958  Ottawa 
had  left  the  long-term  end  of  the  bond  market  largely  to  the  provinces, 
doing  its  borrowing  in  savings  bonds  and  medium-term  issues.  By  1972 
the  only  Canada  bonds  outstanding  that  could  be  used  in  the  calculation 
were  such  low-coupon  issues  as  the  3  per  cent  Perpetual  bonds  issued 
during  the  Depression.  These  bonds  hardly  represented  valid  indices  of 
market  interest  rates.  Thus  the  interest  charged  to  the  provinces  on 
their  borrowing  did  not  represent  a  true  Canada  bond  rate,  let  alone 
relate  to  the  yields  on  open-market  provincial  debt. 
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The  design  of  the  Canada  Pension  Plan  was  a  matter  of  intense  nego- 
tiation. Areas  of  argument  included  a  Quebec  proposal  to  provide  for 
survivor,  death,  and  disability  benefits.  Ottawa  required  an  amendment 
to  the  B.N. A.  Act  to  legislate  such  additional  benefits.  Quebec's  pro- 
posal required  the  self-employed  to  contribute  to  the  plan  but  Ottawa's 
did  not.  The  federal  transition  period  before  full  benefits  were  pay- 
able was   ten  years  v\^ile  Quebec's  was  twenty  years. 

The  result  was  a  Canada  Pension  Plan  for  nine  provinces  and  the 
territories  and  a  Quebec  Pension  Plan  for  the  province  of  Quebec,  both 
of  which  came  into  effect  on  January  1,  1966.  It  was  agreed  that  the 
plans  would  be  similar  in  coverage,  eligibility,  contributions,  iDene- 
fits,  and  funding.  Employees  and  employers  contributed  a  per  cent  of 
earnings  to  a  fixed  ceiling  for  a  benefit  based  on  contributory  earn- 
ings. The  maximum  benefit  was  designed  to  be  25  per  cent  of  the  average 
industrial  wage.  Benefits  and  contributions  are  related  to  increases  in 
the  Average  Industrial  Wage.  Benefits  were  escalated  annually  according 
to  increases  in  the  cost  of  living,  with  an  upper  limit  of  2  per  cent 
per  year.  This  "cap"  was  removed  in  1972  and  CPP  was  indexed  annually 
to  increases  in  the  Consumer  Price  Index  in  1972  and  quarterly  since 
1974. 

Initial  benefits  from  the  CPP  were  nominal,  but  they  rose  rapidly 
from  1967  to  the  end  of  the  transition  period  in  1976  .  The  maximum 
m<Dnthly  retirement  pension  benefit  rose  from  $10.42  in  1967  to  $218.06 
in  1979.  The  required  contribution  from  employer  and  employee  increased 
from  a  maximum  of  $79.20  each  in  1966  to  $190.80  in  1979.  Various 
changes  have  been  made  to  both  the  Canada  and  Quebec  plans  since  1966. 
Retirement  and  earnings  tests  were  removed  so  that  contributors  aged  65 
to  70  could  receive  their  retirement  pensions  whether  or  not  they  con- 
tinued to  work  and  receive  wages.  Equal  treatment  was  provided  for  male 
and  female  contributors  and  their  surviving  beneficiaries  in  1975.  A 
detailed  history  of  the  CPP  may  be  found  in  the  Canada  Pension  Plan 
volume . 

Other  Government  Program  Developments 

Starting  in  1967  the  federal  government  supplemented  Old  Age  Secur- 
ity (OAS),  the  universal  pension,  for  the  needy  elderly  with  the  Guaran- 
teed Incone  Supplement  (GIS).  The  GIS  replaced  the  1951  means-tested 
Old  Age  Assistance  program  which  was  provincially  administered.  The 
Guaranteed  Income  Supplement  maximum  of  $30  a  month  in  1967  was  paid  to 
those  v^^ose  total  income  consisted  of  CAS  ($75)  and  GIS.  Outside  incone 
was  taken  into  account  and  the  supplement  was  reduced  by  $1  a  month  for 
each  $2  of  outside  income.  The  GIS  was  originally  designed  to  pay  40 
per  cent  of  C/\S  and  was  enacted  at  the  same  time  as  the  Canada  Pension 
Plan.  It  was  considered  to  be  a  transitional  program  which  could  be 
phased  out  as  the  CPP  matured.  This  has  not  occurred  for  various  rea- 
sons and  the  GIS  has  become  a  major  program.  The  Guaranteed  Income 
Supplement  was  indexed  to  a  maximum  of  2  per  cent  in  1967.  Like  QKS,    in 
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1972,  GIS  was  indexed  annually  to  increases  in  t±ie  cost  of  living,  and 
was  indexed  quarterly  in  1973.  Ihe  program  is  discussed  in  detail  in 
Chapter  4  of  this  volume. 

In  1975  the  Old  Age  Security  Act  was  amended  to  provide  assistance 
to  needy  spouses  of  pensioners  where  tlie  spouses  were  between  the  ages 
of  60  and  65.  Ihe  Spouse's  Allowance  program,  in  effect,  provided  for 
receipt  of  CftS  and  GIS  at  age  60.  TViis  allowance  presumably  took  into 
account  that  wives  v*ere  often  a  few  years  younger  than  the  retired  pen- 
sioner husband.  The  allowance  was  cut  off  after  the  death  of  the  pen- 
sioner if  the  spouse  was  not  yet  65  at  the  time;  but  a  1978  amendment 
provided  for  continuation  of  the  allowance  for  six  months  following  the 
death  of  the  pensioner  if   the  recipient  was  otherwise  eligible. 

With  the  advent  of  GIS,  a  totally  federal  program,  provincial 
incone- tested  pensions  were  added,  "topping-up"  GIS  for  OAS  recipients 
and  providing  benefits  to  those  v\tio  did  not  qualify  for  the  federal  pro- 
grams, usually  because  of  inability  to  ccmply  with  the  residency  rules. 
Six  provinces  have  guaranteed  income  programs  which  are  described  in  the 
background  papers. 

Ontario  introduced  its  Guaranteed  Annual  Income  System  (GAINS)  in 
1974.  The  provincial  program  guarantees  a  level  of  income  to  senior 
citizens  by  making  up  the  difference  between  other  income  and  a  speci- 
fied guaranteed  level.  The  guaranteed  level  in  1974  was  $2,600  a  year 
for  a  single  person  and  $5,200  a  year  for  a  married  couple.  At  present 
the  level   is  $4,189  and  $8,139.84  respectively   (April  1979). 

Tables  10  and  11  show  the  number  of  recipients  and  payments  under 
Old  Age  Security,   GIS  and  GAINS. 

GAINS  has  not  shown  the  same  growth  as  GIS  because  of  the  rela- 
tively better  income  situation  of  seniors  Ontario  compared  with  the  rest 
of  Canada.  GAINS  clearly  began  to  decline  with  the  end  of  the  10-year 
transition  period  for  CPP.  The  total  GAINS  payments  were  $95,990,000  in 
1975;  $119,340,000  in  1976;  $110,689,000  in  1977;  and  $101,803,000  in 
1978. 

In  addition  to  these  income  security  programs  there  are  general 
welfare  programs,  available  to  the  elderly  as  well  as  others.  The 
Canada  Assistance  Act  was  passed  in  1966,  combining  existing  federal- 
provincial  programs  for  the  blind,  disabled,  and  unemployed  as  well  as 
the  aged.  Under  the  Canada  Assistance  Plan  federal  contributions  amount 
to  50  per  cent  of  provincial  and  municipal  expenditures  for  assistance 
payments  including  v^elfare  and  certain  health  services.  (53)  The  elderly 
in  Ontario  also  receive  such  benefits  as  free  OHIP  premiums,  free 
drugs,  certain  income  tax  concessions  and  municipal  tax  credits,  and  a 
variety  of  special  services  extended  by  local  authorities  and  private 
businesses. 
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The  growth  of  government  programs  and  services  is  reflected  in  the 
growth  of  government  spending  and  a  growing  bureaucracy.  Table  12  shows 
federal  government  budgetary  expenditures  for  selected  years  during  the 
period. 

Table  10 

Number  of  Recipients  and  Payments  of  Old  Pqe   Security,  Guaranteed  Inccme 

Supplements,  and  Spouse's  Allowance,  1953-1979 


Number  of  recipients 

Payments 

OAS 

GIS 

SA 

OAS 

GIS 

SA 

(Mill 

ions  of  dollars) 

1953 

686,127 

323.1 

1960 

876,410 

574.9 

1961 

904,906 

592.4 

1962 

927,590 

625.1 

1963 

950,766 

734.4 

1964 

971,801 

808.4 

1965 

993,582 

885.3 

1966 

1,105,776 

927.3 

1967 

1,229,561 

505, 240 (est. 

) 

1,033.4 

39.6(a: 

1 

1968 

1,366,210 

714,648 

1,153.3 

234.8 

1969 

1,504,862 

775,034 

1,296.8 

244.5 

1970 

1,670,639 

812,835 

1,467.0 

263.5 

1971 

1,720,128 

860,392 

1,634.2 

273.0 

1972 

1,762,550 

974,147 

1,679.2 

526.1 

1973 

1,808,233 

1, 

,045,467 

1,786.4 

737.9 

1974 

1,858,481 

1, 

,076,425 

2,274.4 

760.1 

1975 

1,915,679 

1, 

,082,406 

2,606.8 

837.7 

1976 

1,957,288 

1, 

,087,113 

54, 

,194 

2,975.8 

923.3 

34.9 

1977 

2,014,301 

1, 

,114,678 

71 

,781 

3,318.9 

1,017.1 

100.6 

1978 

2,075,247 

1, 

,136,445 

73, 

,835 

3,668.6 

1,077.6 

115.0 

1979(b) 

4,147.4 

1,189.2 

127.0 

a  Inconplete 
b  Estimates 

Source  Canadian  Tax  Foundation,  The  National  Finances,  1978-79,  p.  121. 

It  took  twenty-two  postwar  years  for  federal  expenditures  to  exceed 
$12  billion,  and  only  six  more  years  for  them  to  exceed  $28  billion. 
Ontario  budgetary  expenditures  grew  from  $3.6  billion  in  1968-69  to 
$12.9  billion  in  1977-78.(54) 

Tne  expansion  of  federal  activity  can  be  seen  in  the  growth  of  the 
public  sector  employment.  In  1946  there  were  121,000  federal  employees. 
At  June  30,  1978  there  were  596,616  on  the  payrolls  of  the  federal  gov- 
ernment and  government  enterprises,  including  temporary  employees  of 
certain  federal  projects. (55) 
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Table  11 

GAINS  Monthly  Recipients  and  Payments,  1974-1979 


Recipients 

Payments 

GAINS 

CftS-GIS(a) 

GAINS  QAS-GIS{a) 

only 

GAINS 

Total 

only     GAINS    Total 

(Number) 

(Thousands  of  dollars) 

July 

1974 

3,200 

254,800 

258,000 

614    5,336    5,950 

Jan. 

1975 

5,484 

260,100 

265,584 

1,376    5,913    7,289 

Jan. 

1976 

6,193 

276,144 

282,337 

1,626    8,712   10,338 

Jan. 

1977 

5,521 

265,379 

270,900 

1,438    8,449    9,887 

Jan. 

1978 

3,959 

253,928 

257,887 

1, 053(b)  8, 039(b)  9,055 

Jan. 

1979 

2,331 

243,552 

245,883 

699(b)  7, 623(b)  8,203 

Mar. 

1979 

2,163 

242,352 

244,515 

646(b)  7, 499(b)  8, 145(b) 

a  These   are  GAINS  recipients  v*io  are  also  CAS-GIS  recipients, 
b  Unadjusted  for  back  payments  and  special  payments. 

Source  Ontario  Ministry  of  Revenue.  Guaranteed  Annual  Incone  and  Tax 
Credit  Branch. 

Table  12 

Federal  Government  Expenditures,  1946-1977 

(Millions  of  dollars) (a) 

1946  2,877 

1958  6,176 

1968  12,229 

1971  17,386 

1974  28,869 

1977 43,778 

a  Excluding  inter-government  transfers 
Source  Canadian  Tax  Foundation,  The  National 
Finances,  p.  24. 

Ontario  in  1901  had  600  civil  servants.  By  1945  there  were  9,000; 
(56)  and  by  1960  there  were  about  32,000.  In  1976  the  Ontario  civil 
service  employment  was  about  68,000.  All  public  employment  in  Ontario 
increased  from  about  1  million  in  1947  to  1 . 9  million  in  1961  and  3.2 
million  in  1975.(57) 

Of  significance  in  the  expansion  of  programs  for  the  elderly  was 
the  increasing  numbers  of  older  people  and  their  increased  longevity. 
Life  expectancy  continues  to  improve.  The  first  reliable  calculation  in 
Canada  began  in  1931.  Life  expectancy  at  birth  increased  from  63  years 
for  men  and  66.3  years  for  wanen  in  1941  to  69.3  years  for  men  and  76.4 
years  for  women  in  1971.  Life  expectancy  at  older  ages  has  steadily 
increased.  Today  it  is  70.19  for  men  and  77.48  for  women. (58)  The 
average  age  of  death  in  Canada  in  1931  was  43.1  for  men  and  44.8  for 
women. (59)   In  1975,  it  was  63.8  for  men  and  69.4  for  wanen. 


59 


From  1871  to  the  present,  almost  every  decennial  census  has  shown 
the  65  and  over  age  group  as  an  increasing  percentage  of  the  total  popu- 
lation. (60)  Table  13  shows  the  increase  in  the  numbers  of  the  elderly 
and  their  relationship  to  the  population  for  selected  years. 

Table  13 

Canada  Population  Distribution  by  Age  Groups,  1921-1978 


Per  cent 

Per  cent 

Per  cent 

0-14 

of  total 

15-64 

of  total 

65+ 

of  total 

1921 

3,023.5 

34.40 

5,344.3 

60.82 

420 

4.78 

1931 

3,281.8 

31.63 

6,520.8 

62.84 

574.1 

5.53 

1945 

3,335.1 

27.63 

7,883.0 

65.30 

853.9 

7.07 

1960 

6,030.0 

33.74 

10,482.2 

58.66 

1, 

,357.8 

7.60 

1975 

5,923.6 

26.29 

14,686.7 

65.18 

1, 

,923.1 

8.53 

1976 

5,896.2 

25.65 

- 

65.64 

2, 

,002.3 

8.71 

1977 

5,799.0 

24.94 

- 

66.16 

2, 

,069.8 

8.90 

1978(a) 

5,685.8 

24.22 

— 

66.68 

2, 

,135.2 

9.10 

a  Prel iminary 

Source  Ontario  Ministry  of  Treasury  and  Economics. 

Not  only  has  the  postwar  period  seen  the  development  of  a  wide 
range  of  inccme  and  social  security  programs  for  all  Canadians,  but  the 
elderly  may  have  benefited  to  a  greater  extent  than  other  groups.  Those 
over  65  are  guaranteed  an  annual  income  which  rises  with  the  cost  of 
living  and  v^ich  is  greater  than  that  provided  by  social  assistance  to 
those  under  65.  Ihe  incone  security  of  the  elderly  has  occurred  because 
of  government  programs  rather  than  private  arrangements. 

This  emphasis  on  government  programs  has  been  supported  by  the  la- 
bour movement.  Generally  speaking,  organized  labour  has  been  a  continu- 
ing lobby  for  improved  working  conditions  and  benefits,  but  government 
old  age  pensions  have  been  sought  throughout  the  century.  As  early  as 
1905,  the  Trades  and  Labour  Congress  of  Canada,  formed  in  1883,  made  a 
recommendation  that  "the  time  is  opportune  to  introduce  legislation  mak- 
ing provision  for  the  maintenance  of  the  deserving  poor,  old  or  disabled 
citizens,  v\^o  are  unable  to  maintain  themselves ."( 61 ) 

In  1924  the  TLC  appeared  before  a  parliamentary  conmittee  to  press 
for  inccme  for  all  ^o  had  reached  a  certain  age  on  an  income- tested 
basis. (62)  After  passage  of  the  Old  Age  Pensions  Act  in  1927,  the 
Congress  urged  its  provincial  adoption.  Labour  pressure  for  improved 
government  retirement  programs  has  continued  to  the  present  time. 

Thus,  today,  social  security  for  the  elderly  provided  by  government 
programs  is  a  threefold  package  indexed  quarterly  or  annually  to  the 
Consumer  Price  Index:  a  universal  pension,  a  pension  related  to  earn- 
ings for  workers,  and  a  guaranteed  incone  for  the  aged  poor. 
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OTHER  RETIREME3SIT  ARRANGEME2^TS 

Government  Annuities 

The  federal  Old  Age  Annuities  program  was  a  retirement  income  ar- 
rangement enacted  by  the  Government  Annuities  Act  of  1908.  It  was  not  a 
government  program  but  a  vehicle  for  persons  to  save  for  retirement 
other  than  through  annuities  sold  by  private  insurance  companies.  The 
preamble  to  the  act  reads: 

"Whereas  it  is  in  the  public  interest  that  habits  of  thrift  be  pro- 
moted and  that  the  people  of  Canada  be  encouraged  and  aided  thereto 
so  that  provision  may  be  made  for  old  age..." 

At  the  end  of  1910  fewer  than  2,000  contracts  for  annuities  were  in 
force  in  Canada. (63)  Analyses  of  annuity  contracts  in  1915  and  1920  re- 
vealed that  purchasers  were  mainly  people  in  lower-paid  professions  (no- 
tably teachers  and  clergy),  clerks,  skilled  tradesmen,  farmers  and  small 
businessmen.  (64 )  Less  than  12,000  contracts  for  government  annuities 
were  in  force  in  1931.  Group  contracts  rather  than  individual  contracts 
became  more  ccmmon  in  the  1940s. 

By  1965-66  there  were  only  174,915  individual  government  annuity 
contracts  in  force  in  Canada  and  125,438  insurance  company  contracts. 
(65)  Canadian  government  annuities  covered  .02  per  cent  of  members  in 
pension  plans  in  1976.  Since  1948  rates  have  been  uncompetitive  since 
they  have  no  cash  surrender  values  and  interest  rates  were  low.  (66)  The 
interest  rate  was  increased  to  7  per  cent  in  1975.  Since  1975,  no  new 
government  annuities  may  be  sold  but  payments  will  continue  under 
existing  contracts. (67) 

Registered  Retirement  Savings  Plans 

Favourable  incane  tax  treatment  of  private  pension  plans  eventually 
gave  rise  to  resentment  among  professionals  and  others  without  access  to 
employee  retirement  programs.  The  self-employed  saw  themselves  paying 
high  rates  of  income  tax  throughout  a  working  career,  while  saving  for 
retirement  entirely  out  of  after- tax  dollars.  Pension  plan  members  by 
comparison  were  ahead  in  several  ways: 

the  employee  received  a  tax  deduction  on  his  pension 
contributions ; 

-  the  employee  gained  the  benefit  of  the  employer's  tax-deductible 
contributions;  and 

-  incane  earned  on  the  invested  contributions  accumulated  free  of 
tax. 
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-     while  benefits  were  taxable  when  received,    the  individual    could 
expect  to  be   in  a  lower  tax  bracket  than  v\^ile  employed. 

This  inequity  led  the  federal  government  to  amend  the  Incane  Tax  Act  in 
1957  to  provide  for  Registered  Retirement  Savings  Plans  (RRSPs).(68) 
Contributions  to  RRSPs  are  tax-deductible  and  may  be  made  by  the  self- 
employed  as  well  as  wage-earners  whether  or  not  they  contribute  to  a 
pension  plan.  Nearly  40  per  cent  of  contributors  to  RRSPs  contribute  to 
pension  plans  as  well.  In  addition,  since  1974,  contributions  may  be 
applied  for  a  plan  for  a  spouse  even  if  the  spouse  has  no  earned  incane. 
The  original  amount  that  could  be  contributed  was,  in  the  case  of  pen- 
sion plan  members,  the  lesser  of  $1,500  or  10  per  cent  of  the  taxpayer's 
earned  incane,  less  any  contribution  made  by  the  taxpayer  to  a  pension 
plan.  In  the  case  of  other  taxpayers,  the  contribution  limit  was  the 
lesser  of  $2,500  or  10  per  cent  of  earned  income.  Amendments  in  1965 
increased  the  10  per  cent  limit  to  20  per  cent.  (69)  With  tax  reform, 
effective  for  the  1972  taxation  year,  the  limits  were  increased  to 
$2,500  in  the  case  of  pension  plan  members  and  $4,000  in  the  case  of 
other  taxpayers . ( 70 ) 

The  present  limits  enacted  in  1976  are  $3,500  in  the  case  of  pen- 
sion plan  members  and  $5,500  in  the  case  of  other  taxpayers  (71 ) ,  both 
subject  to  a  maximum  20  per  cent  of  earned  incane.  In  addition  to  these 
limits,  taxpayers  may  contribute  other  payments  received  such  as  Old  Age 
pensions  and  CPP  pensions. 

There  has  been  no  substantial  change  in  the  classes  of  institution 
authorized  to  provide  such  plans  to  the  public,  i.e.,  insurance  compa- 
nies, trust  companies,  banks,  and  investment  companies  approved  by 
regulation. 

Registered  Retirement  Savings  Plans  were  slow  to  take  root  but 
recently  began  an  era  of  remarkable  growth.  Although  designed  as  a 
retirement  savings  instrument,  the  RRSP  enjoys  much  popularity  as  a  tax 
shelter.  Today,  contributions  to  RRSPs  surpass  employee  and  employer 
contributions  to  registered  pension  plans  in  the  private  sector.  This 
level  of  participation  increased  gradually  fron  2  per  cent  of  those  fil- 
ing tax  returns  in  1966  to  10.5  per  cent  in  1976.(72)  There  were  fewer 
than  100,000  contributors  in  1966,  nearly  250,000  in  1970  and  1,225,000 
in  1976.  Nearly  half  of  these  were  in  Ontario.  In  dollar  terms  the 
growth  is  even  more  impressive.  Contributions  nationally  rose  from 
$225.2  million  in  1970  to  $2.1  billion  in  1976;  the  latter  includes 
$846.2  million  in  Ontario. 

RRSPs  have  become  a  major  financial  instrument  with  a  significant 
role  in  retirement  incane  arrangements.  In  addition,  group  RRSPs  are 
becoming  popular.     RRSPs  are  discussed  in  detail   in  later  chapters. 
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other  Formal  Arrangements 

Various  other  formal  arrangements  such  as  profit  sharing  and  sav- 
ings plans  encourage  saving  and  provide  retirement  income.  Deferred 
profit  sharing  plans  were  made  eligible  in  1961  for  registration  in 
order  that  contributions  might  be  tax  deductible.  Contributions  must  be 
conputed  by  reference  to  the  employer's  profits  from  business.  Deferred 
profit  sharing  plans  number  almost  21,000;  but  since  they  are  chiefly 
confined  to  small  employers  they  cover  less  than  1  per  cent  of  pension 
plan  members. 


CO^CLUSIO^ 

Historically,  the  most  significant  developments  in  providing  re- 
tirement incone  for  Canadians  have  been  the  enactment  of  major  govern- 
ment programs  in  the  1950s  and  1960s.  Both  workers  and  non-workers  now 
have  a  guaranteed  minimum  incone  froti  age  65.  In  addition,  the  Canada 
Pension  Plan  provides  an  earnings-related  benefit  which,  when  combined 
with  the  universal  Old  Age  Security  pension,  forms  tlie  basis  of  Canada's 
social  security  system  for  the  elderly.  On  the  other  hand,  employment 
pensions  (except  in  the  public  sector)  have  shown  little  extension  of 
coverage  except  to  keep  pace  with  the  growth  of  the  labour  force  over 
the  past  twenty  years  and  have  inproved  only  slightly  (such  as  higher 
benefit  levels)  in  the  absence  of  government  compulsion.  They  remain 
the  privilege  of  some  anployees  and  insofar  as  delivering  benefits  is 
concerned,  are  primarily  the  rewards  of  long  service.  Employment  pen- 
sions in  the  public  sector  were  not  only  the  first  pension  plans  but 
continue  to  provide  overall  the  best  benefits,  the  best  coverage,  and 
the  best  degree  of  portability. 
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Chapter  4 


The  Population  Aged  65  and  Over  in  Ontario 


This  chapter  describes  the  population  in  Ontario  aged  65  and  over. 
Damographic,  social,  and  econanic  characteristics  will  be  examined.  The 
description  is  a  still  frame  fron  a  moving  picture  because  this  segment 
of  our  present  population  is  changing  as  are  its  younger  cohorts  with 
social  and  political  developments.  In  addition,  the  group  65  and  over 
is  not  homogeneous.  Those  over  75  were  raising  families  during  the 
Depression,  served  in  two  world  wars,  and  had  no  access  to  universal 
health  care  until  late  in  life.  The  standard  of  education  available  to 
them  was  lower,  and  since  their  attitudes  reflect  the  traditional  divi- 
sion of  responsibilities  between  the  sexes,  female  labour  force  partici- 
pation was  low.  By  contrast,  those  now  in  the  65-75  range  have  retired 
with  some  Canada  Pension  Plan  and  private  pension  benefits,  have  wit- 
nessed an  increased  work-force  participation  of  women,  and  have  oontrit)- 
uted  to  the  postwar  baby  boom.  They  were  young  adults  during  the  De- 
pression, lost  their  fathers  in  the  First  World  War  and  themselves  ex- 
perienced the  Second  and  Korean  Wars.  Since  middle  life  they  have  seen 
the  development  of  tax-supported  hospital  and  medical  care  and  publicly- 
sponsored  pension  schemes.  They  were  reaching  65  at  a  time  when  the 
youth  revolution  was  altering  our  social  structures  and  attitudes,  and 
women  were  entering  the  labour  force  in  unprecedented  numbers. 

However,  over  the  last  decade  Canadian  society  has  gradually 
adopted  age  65  as  a  demarcation  line  between  old  and  young,  active  and 
passive,  productive  and  dependent.  Age  65  has  evolved  as  the  age  at 
which  government  pension  benefits  conmence  regardless  of  work-force  sta- 
tus, and  as  the  common  age  of  normal  retirement  under  employment  pension 
plans.  IXiring  the  1960s  the  division  was  found  at  age  70  when  Old  Age 
Security  and  Canada  Pension  Plan  payments  became  payable  regardless  of 
earnings.  To  reflect  actual  retirement  practice,  however,  the  age  was 
lowered  for  CftS  payments  cne  year  at  a  time  beginning  in  1966  until  it 
reached  65,  and  in  1974  CPP  benefits  became  available  at  age  65  without 
an  earnings  test. 
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As  we  have  seen  in  Chapter  2  this  age  does  not  mark  an  absolute 
line  in  terms  of  retirement  since  work-force  participation  beyond  age  65 
continues  for  some  15.2  per  cent  of  men  and  4.5  per  cent  of  women.  (1) 
In  this  report,  the  ward  retired  is  generally  used  to  mean  those  age  65 
and  over  whether  in  fact  they  are  retired  or  not.  A  number  of  others 
will  have  left  the  wark-force  earlier  than  65  or  will  never  have  been 
part  of  the  paid  work-force,  and  as  a  consequence  their  status  changes 
less  perceptibly  upon  reaching  age  65.  However,  in  terms  of  public  pol- 
icy and  public  perception  65  is  a  convenient  dividing  line.  As  well  as 
marking  the  beginning  of  public  pension  benefits,  it  is  the  age  at  which 
income  tax  treatment  changes,  health  premiums  are  waived  and  drugs  or 
other  benefits  are  provided  at  no  cost,  and  private  business  extends  a 
number  of  discounts  and  advantages. 

Statistical  data  frequently  isolate  those  65  and  over  -  for  exam- 
ple, census,  income  distribution,  labour  force  and  taxation  data  -  so 
that  this  group  is  an  identifiable  segment  of  the  population  for  pur- 
poses of  analysis.  Only  in  specific  types  of  surveys,  however,  can 
active  or  retired  status  be  determined  with  any  precision.  Two  recent 
surveys  of  the  retired  in  Canada  break  out  results  according  to  retired 
status  regardless  of  age.  The  first,  conducted  by  the  Department  of 
National  Health  and  Vfelfare  through  Statistics  Canada  ("the  Health  and 
Welfare  Survey" )( 2 )  compared  present  and  future  retired  persons  in 
Canada  in  their  attitudes,  expectations  and  activities;  the  second, 
initiated  by  this  Commission  and  carried  out  by  Southam  Marketing 
Research  Services  ("The  Consumer  Survey") (3)  centred  on  Ontario  and 
examined  people's  knowledge  of  and  attitudes  toward  pensions.  Much  of 
the  statistical  information  we  must  rely  en  uses  age  alone  as  a  criter- 
ion for  division  and  therefore  we  shall  have  to  focus  on  those  65  and 
over  in  many  cases.  Beyond  this,  retirement  is  in  large  part  a  subjec- 
tive assessment;  scmeone  receiving  a  pension  but  working  part-time  might 
well  feel  "retired"  but  would  be  considered  active  in  labour  force 
statistics.  As  a  consequence  the  Commission  has  chosen  to  study  those 
65  and  over  as  a  group,  though  not  without  the  awareness  of  the  fringe 
group  between  60  and  65  who,  because  they  have  left  the  work-f  orce ,  or 
are  married  to  persons  already  retired,  or  for  health  reasons  are  less 
active  than  before,  are  closer  in  lifestyle  and  outlook  to  the  65  and 
over  group  than  to  younger  cohorts. 

In  addition  for  many  wcsnen  now  in  the  senior  group,  retirement  is 
not  a  function  of  their  lives  since  they  were  never  in  the  paid  work- 
force; consequently  their  active  or  retired  status  will  be  defined  in 
terms  of  their  husbands'  status,  though  there  may  have  been  an  apprecia- 
ble change  in  their  lifestyle  because  their  husbands  are  now  at  home  in 
the  daytime  and  the  oouples  must  deal  with  the  reality  of  togetherness. 

The  following  sections  of  this  chapter  will  examine  relevant  fea- 
tures of  those  aged  65  and  over  -  demographic,  social,  and  financial. 
Because  of  the  nature  of  the  Conmission's  mandate  we  have  concentrated 
on  Ontario,   but   in  cases  v\here  sufficient  detail    is   not   available   for 
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the  provinces  or  v\tiere  Ontario  differs  markedly,  figures  for  Canada  will 
be  used. 


PROFILE  OF  IHE  RETIRED 

Demographic  Chacteristics 

The  65  and  over  group  in  Ontario  comprises  some  9  per  cent  of  the 
population.  Of  8,264,465  people  in  Ontario  in  1976,  738,920  are  aged  65 
and  over . ( 4 ) 

Table  1 

Estimated  Population  65  and  Over,  Ontario,  1976 

Number 

Total  population  8,264,465 

65  -  69  260,925 

70  -  74  197,270 

75  -  79  137,025 

80  -  84  82,950 

85  -  89  41,495 

90  and  over  19,255 

Total  65  and  over  738,920 

65  and  over  as  a  percentage  of  total       8.9% 

Source  Statistics  Canada,  Census  of  Canada,  1976, 
Cat.  92-823,  Vol.  2 

While  the  Ontario  figure  is  higher  than  the  comparable  figure  for 
Canada  (8.7  per  cent)  Ontario  is  middle-of-the-road  when  compared  to  the 
other  provinces.  Those  relying  heavily  on  agriculture  (Prince  Edward 
Island,  Manitoba,  Saskatchewan)  have  seen  their  younger  residents  leave 
for  jobs  in  industrialized  regions,  v^ile  the  older  population  remained; 
British  Columbia  offers  a  climate  and  social  structure  favourable  for 
retirement  and  as  a  consequence  has  experienced  an  influx  of  retirees. 
Ontario,  with  its  less  extreme  in  and  out-migration  has  retained  a  pro- 
portionate number  of  the  senior  Canadian  population.  It  has  35.9  per 
cent  of  the  total  population  of  Canada  and  36.9  per  cent  of  the  over-65 
population. (5) 

Women  outnumber  men  in  every  age  group  over  65  and  the  proportion 
of  women  to  men  steadily  increases  with  age. 
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Table  2 

Estimated  Population  65  and  Over  by  Sex,  Cntario,  1976 

Female 


Male 


Total  population 


(Number) 
4,167,600  4,096,865 


65  -  69 
70  -  74 
75  -  79 
80  -  84 
85  -  89 
90  and  over 


140,390 

120,535 

110,885 

86,385 

82,660 

54,365 

53,280 

29,670 

28,000 

13,495 

13,390 

5,865 

Total  65  and  over 

65  and  over  as  a  percentage  of  total 
female/male  population 


428,605 


10.2% 


310,315 


7.6% 


Source     Statistics  Canada,   Census  of  Canada,   1976,   Cat.   92-823,   Vol.   2. 

As  the  older  group  increases,  its  composition  will  change.  The 
1976  Census  showed  that  women  made  up  56.3  per  cent  of  the  population  65 
and  over  in  Canada  and  58.1  per  cent  in  Ontario.  Broken  out  by  age 
within  that  group,   we  find  the  following  distribution: 

Table  3 

Wcjnen  as  Percentage  of  Tbtal  Age  Group,  Canada  and 

Ontario,  1976 


Age  group 


Canada 


Ontario 


65  -  74 
75  -  84 
85  and  over 


(Per  cent) 

53.8  54.6 

59.6  61.8 

63.6  68.1 


Total  65  and  over 


56.3 


58.1 


Source  Statistics  Canada,  Census  of  Canada,  1976, 
Cat.  92-831,  Vol.  1. 

The  majority  of  men  age  65  and  over  are  married  and  the  majority  of 
wonen  are  widowed.  Just  over  half  of  elderly  wanen  are  widowed  conpared 
to  about  16  per  cent  of  elderly  men. 

One  demonstrable  difference  in  the  present  65  and  over  group  is 
marital  status.  Table  4  shows  that  74.9  per  cent  of  the  men  age  65  and 
over  in  Ontario  are  married,  and  51.5  per  cent  of  the  wanen  are  widowed. 
Mortality  experience  shows  a  consistent  correlation  between  marital  sta- 
tus and  survivorship,  with  married  men  outliving  other  men. (6)  Further, 
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the  group  now  65  and   over   showed    lower   percentages    for    "married"    at 
younger  ages   than  does   the  present  population. 

Table  4 

Marital  Status  of  Persons  Age  65  and  Over  in  CTitario,  1976 


Female 

Male 

(Number) 

(Per  cent) 

(Number) 

(Per  cent) 

Single(a) 

40,370 

9.4 

25,890 

8.3 

Married 

162,845 

38.0 

232,450 

74.9 

Widowed 

220,635 

51.5 

48,435 

15.6 

Divorced 

4,770 

1.1 

3,540 

1.1 

Total  428,620       100.0       310,315       100.0 

a  Never  married 

Source  Statistics  Canada,  Census  of  Canada,  1976,  Cat.  92-825,  Vol.  2, 
Table  22. 

Table  5 

Married  Males  as  a  Percentage  of  the  Total  Male 

Population  in  Each  Age  Group,  Ontario,  1976 

Per  cent 

25-34  77.9 

35  -  44  90.0 

45-54  89.8 

55  -  64  87.9 

65  and  over  74.9 

Source  Statistics  Canada,  Census  of  Canada,  1976, 
Cat.  92-824,  Vol.  2. 

Table  6 

Percentage  Married   in  Male  Population,    Selected   Age   Groups,    Ontario, 

1951-1976 

Census  year Age  group Married 

(Per  cent) 
1951(a)  45-54  85.2 

1961  50-54  87.9 

1971  60-64  85.8 

1976  65-69  83.6 

a  Only  10-year  age  spans  are  available  in  the  1951  Census. 

Source  Statistics  Canada,  Ninth  Census  of  Canada,  Table  2;  Census  of 
Canada,  1961,  Cat.  92-552,  Vol.  1,  Pt.  3;  Census  of  Canada,  1971, 
Cat.  92-730,  Vol.  1,  Pt.  4;  Census  of  Canada,  1976,  Cat.  92-825, 
Vol.  2. 
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Life  Expectancy 

Life  expectancy  continues  to  increase  and  the  gap  in  life  expect- 
ancy between  males  and  females  continues  to  widen.  In  1961,  women's 
life  expectancy  at  age  65  was  15.9  years  (13.1  for  men)  and  in  1976  life 
expectancy  was  17.9  years  for  women  at  age  65  and  13.7  for  men. 

Table  7 

Life  Expectancy  in  Ontario  by  Sex,  Selected  Years,  1961-76 


1961 

1971 

1976 

Female 

Male 

Female 

Male 

Female 

Male 

(Years) 

At  birth 

74.4 

68.3 

76.8 

69.6 

77.7 

70.6 

At  age  60 

19.7 

16.2 

21.5 

16.6 

21.9 

17.0 

At  age  65 

15.9 

13.1 

17.6 

13.4 

17.9 

13.7 

Source  Statistics  Canada, 

Vital 

Statistics, 

1975,  Volume  III, 

Deaths, 

Cat. 

84- 

-206,  Table 

2,  p. 

2, 

and  figures  supplied  by  Statistics 

Canada , 

Ottawa . 

Life  expectancy  tables  point  to  an  increasing  gap  in  longevity  be- 
tween men  and  vonen  in  coming  years.  Between  1941  and  1971  the  gap  at 
age  60  increased  fran  1.8  years  to  4.9  years.  (7)  A  major  contributing 
factor  toward  wcmen's  absolute  improvement  in  longevity  is  the  reduction 
in  maternal  mortality.  Fran  a  rate  of  4 . 9  per  10,000  live  births  in 
1956,  before  the  advent  of  universal  hospitalization  and  medical  care 
plans,  it  dropped  to  2.7  in  1966  and  0.3  in  1976.(8) 

A  major  contributing  factor  in  wcmen's  corparative  improvement  in 
Icxigevity  lies  in  the  fact  that  while  infant  mortality  has  dropped  dra- 
matically in  the  period  since  World  War  II,  mortality  for  males  past 
childhood  has  iitproved  very  little.  Infant  mortality  figures  for  both 
sexes  show  a  rate  of  37.5  per  1,000  live  births  in  1946  dropping  to  25.2 
in  1956,  20.2  in  1966  and  12.3  in  1976.  However  males  at  age  20  in  1941 
could  expect  to  live  a  further  49.6  years  and  by  1971  this  had  increased 
only  to  51.6  years.  Comparable  figures  for  females  are  52.4  in  1941  and 
58.4  in  1971.(9) 

Since  reduced  maternal  mortality  can  be  considered  a  permanent  fea- 
ture of  female  longevity,  all  statistics  point  to  an  increasing  number 
of  vsonen  in  the  senior  population.  While  there  are  some  factors  at  work 
which  may  enhance  the  life  expectancy  of  men,  the  preponderance  of  fe- 
males is  a  factor  to  be  kept  in  mind  in  any  social  structures  designed 
for  the  future. 

Mortality  and  morbidity  experience  also  reflect  choices  of  life- 
style and  occupation.  At  present  males  are  suffering  disproportionately 
as  a  result  of  their  choices.  The  following  table  sets  out  numbers  of 
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deaths  fron  specific  causes  related  to  behaviour,  and  underlines  the  gap 
between  male  and  female  experience. 

Table  8 

Deaths  from  Specific  Causes  by  Sex,  Canada,  1971  and  1976 

1971  1976 


Specific  accidents 
Auto  accidents 
Other  transport  accidents 
Industrial  accidents 
Accidental  drownings 

Lung  cancer  4,600  800  5, 817(a)    1, 321(a) 


Male 

Female 

Male 

Female 

(Number 

) 

4,100 

1,600 

3,770 

1,402 

500 

70 

469 

51 

700 

55 

618 

54 

600 

150 

602 

129 

Bronchitis,  emphysema. 

and  asthma 

2,800 

700 

2,268 

690 

Suicide 

1,900 

700 

2,108 

827 

Cirrhosis  of  the  liver  1,300  650  1,941  850 

a     Includes   trachea  and  bronchus. 

Source  Health  and  Welfare  Canada,  A  New  Perspective  on  the  Health  of 
Canadians,  Ottawa,  p.  21,  and  Statistics  Canada,  Vital 
Statistics,  1976,  Volume  III,  Deaths,  Cat.  84-206,  Table  15, 
p.    44ff. 

Allowing  for  population  growth  in  the  intervening  five  years,  the 
decreases,  particularly  in  automobile  accidents  and  respiratory  dis- 
eases, are  encouraging;  though  the  continued  gap  in  male  and  female 
experience  is  not.  The  past  decade  has  witnessed  some  major  changes  in 
behaviour  and  attitudes  to  lifestyle.  Environmental  factors  \nhich  can  be 
controlled  have  been  channelled  toward  healthier  existence  -  reduced  in- 
dustrial pollution  of  air  and  water,  emission  control  standards  for  mo- 
tor vehicles,  the  mandatory  use  of  seatbelts  in  Ontario  and  a  number  of 
other  provinces  and  lower  speed  limits  for  example.  Individual  behaviour 
changes  \«^ich  have  also  been  claimed  to  contribute  to  improved  health 
status,  particularly  of  men,  are  reduced  intake  of  high-cholesterol 
foods,  greater  physical  activity  such  as  jogging  and  cross-country 
skiing,  and  the  decreasing  incidence  of  smoking  to  the  point  where 
non-smokers  now  constitute  58.1  per  cent  of  the  over-15  population  in 
Canada. (10) 

Reductions  in  death  or  impaired  health  resulting  from  changes  in 
behaviour  mean  that  more  people  will  survive  to  age  65,  and  will  be  in 
better  shape  vhen  they  get  there.  We  can  see  fron  Table  8  that  improve- 
ments will  have  a  disproportionate  effect  on  male  mortality,    redressing 
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somewhat  the  present  differing  experience  between  the  sexes.  Whether 
the  changes  will  be  significant  when  compared  to  future  improvements  in 
female  longevity,  however,  is  debatable. 

At  present  the  group  65  and  over  differs  noticeably  in  several  be- 
havioural respects  from  its  younger  counterparts.  Nutrition  Canada  data 
show  that  the  population  65  and  over  has  higher  recorded  dietary  de- 
ficiencies of  protein,  calcium,  niacin,  and  vitamins  A,  Bl ,  B2,  and  C 
than  the  population  in  general.  An  examination  of  consumer  expenditures 
on  food  shows  that  the  senior  population  frequently  neglects  cheaper 
sources  of  nutrition  in  favour  of  high  cholesterol  foods  or  carbohy- 
drates. (11)  Lower  incane  is  not  the  only  explanation  for  their  poorer 
nutritional  status. 

The  increasing  incidence  of  non-smokers  in  the  population  points  to 
a  consciousness  of  smoking 's  role  in  contributing  to  lung  cancer  and 
other  respiratory  and  heart  diseases.  In  the  male  population  15  years 
and  over  in  Ontario,  the  percentage  of  non-smokers  has  climbed  from  36.9 
per  cent  in  1965  to  52.8  per  cent  in  1977.  The  figures  for  women  show 
less  improvement  since  they  have  always  smoked  less  than  have  men,  mov- 
ing fron  65.9  per  cent  in  1965  to  67.1  per  cent  non-smokers  in  1977.  At 
present  the  population  65  and  over  shows  64.1  per  cent  of  males  and  85.4 
per  cent  of  females  to  be  non-smokers.  ( 12 )  The  inference  is  not  only 
that  the  older  population  smokes  less,  but  also  it  is  non-smokers  who 
survive. 

Reductions  in  air  and  water  pollution,  which  have  improved  the 
environment  for  us  all,  have  been  accompanied  by  a  reduction  in  the 
hazardous  conditions  of  many  jobs.  Men  working  in  mines,  mills  and 
factories  v*ere  their  predecessors  were  exposed  to  severe  risks  of  lung 
diseases  and  other  health  problems  now  are,  to  a  greater  extent,  pro- 
tected against  such  risks.  Fewer  of  them,  therefore,  will  approach  the 
retirement  years  with  their  health  impaired  from  the  workplace,  or 
worse,  die  prematurely  fron  hazardous  working  conditions. 

The  use  of  seatbelts,  v^hich  is  mandatory  in  Ontario,  coupled  with 
lower  speed  limits  has  been  credited  with  saving  lives  and  dollars.  Re- 
ductions in  deaths  and  disabling  accidents  since  the  legislative  changes 
took  effect  were  referred  to  by  the  Premier  of  Ontario  in  Ppril  of  1978. 
(13)  Since  autonobile  accidents  are  the  greatest  cause  of  death  for 
young  males,  the  effects  on  survival  are  self-evident.  As  the  figures 
in  Table  8  showed,  in  spite  of  the  growth  in  population,  the  number  of 
deaths  in  Canada  fron  this  cause  dropped  between  1971  and  1976.  Greater 
awareness  of  the  value  of  preventive  check-ups  for  cancer,  particularly 
breast  and  cervical  cancer  v^^ich  are  major  causes  of  death  in  women  over 
age  35,  will  enhance  the  already  higher  survival  rate  of  women. 

In  combination,  these  factors  point  to  greater  longevity  and  better 
health  on  reaching  age  65.  At  present,  those  over  65  show  heavy  inci- 
dence of  diseases  \Ahich  can  be  linked  to  negative  behavioural  choices 
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earlier  in  life:  cardiovascular  and  respiratory  diseases,  and  cancers, 
particularly  of  the  lung,  all  result  in  heavy  demands  on  medical  and 
hospital  systems,   with  resulting  high  costs   to  society. 

Persons  over  65  use  medical  facilities  disproportionately,  though 
much  of  the  high  expenditure  results  fron  use  by  those  in  the  "old  old" 
category  -  over  80  or  85.  The  Ontario  Council  of  Health  found  in  its 
research  that  the  over-65  population  representing  at  present  8.56  per 
cent  of  the  population  utilized  16.2  per  cent  of  all  medical  services 
rendered  in  a  specific  year  and  33  per  cent  of  all  acute  hospital  bed 
days  in  a  typical  year. (14)  It  cited  figures  for  utilization  of  differ- 
ent medical  services  by  persons  65  and  over,   as  at  March  31,   1977: (15) 

therapeutic  radiologists  35.86  per  cent 

psychiatrists  32.68  per  cent 

urologists  28.16  per  cent 

osteopaths  24.95  per  cent 

ophthalmologists  24.63  per  cent 

general  surgeons  23.17  per  cent 

internists  22.56  per  cent 

general  practitioners  17.14  per  cent 

While  high  utilization  of  these  services  is  understandable  in  the 
light  of  the  normal  deterioration  associated  with  age,  some  people  argue 
that  much  of  the  medical  care  required  by  the  senior  population  stems 
more  fron  social  practices  than  physical  condition.  This  view  is  ad- 
vanced in  an  article  by  Dr.  Charles  Godfrey  which  appears  in  Canadian 
Family  Physician.  He  argues  that  a  sudden  transition  fron  being  active 
and  needed  to  being  passive  and  useless  -  particularly  in  cases  of 
forced  retirement  -  can  be  blamed  for  some  of  the  medical  problems  faced 
by  those  over  65.     He  writes: 

"Senior  citizens  are  the  major  consumers  of  medications  in  our 
society.  Admission  to  geriatric  wards  due  to  adverse  drug  reac- 
tions nay  be  as  high  as  one  in  ten.  Aside  from  pills  for  senile 
diabetes,  decompensated  heart  action  and  possibly  degenerative 
musculo-skeletal  disorders,  there  is  an  inordinate  consumption  of 
psycho-pharmaceuticals . 

"States  of  depression,  anxieties,  sleeplessness  and  general  lack  of 
mental  wellbeing  are  rarely  due  to  the  simple  physical  factors  of 
an  aging  body.  Rather  the  effects  of  the  psychosocial  impact  of 
being  unneeded,  on  a  psyche  which  has  been  oriented  to  the  work 
ethic,    is  the  major  disease  factor. "(16) 

The  Ontario  Council  en  Health  urged  a  search  for  lower-cost  medical 
services  for  the  elderly,  citing  some  examples  of  how  the  structure  of 
programs  at  present  can  contribute  to  the  higher  costs.  They  take  the 
case  of   the  Ontario  Drug  Benefit  Plan: 
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"...a  policy  decision  has  been  taken  to  limit  to  one  month  the  sup- 
ply of  any  prescribed  drug  and  thus  further  prescriptions  must  be 
filled  as  many  as  12  times  per  annum  on  the  authorizing  of  a  physi- 
cian(17) . . . .One  consequence  of  this  policy  is  the  fact  that  in 
1976,  the  average  number  of  prescriptions  for  beneficiaries  under 
the  plan  was  11  and  in  the  case  of  the  elderly  the  number  may  well 
have  been  higher.  Each  prescription  costs  the  people  of  Ontario  a 
dispensing  fee  received  by  a  pharmacist.  The  data  provided  to  the 
Task  Force  revealed  that  more  than  40  percent  of  the  expenditures 
under  the  Drug  Benefit  Plan  in  1976  were  incurred  to  pay  dispensing 
fees. "(18) 

Regardless  of  what  changes  are  adopted  to  restrain  the  costs  of 
health  care  to  the  elderly,  the  fact  remains  that  since  their  numbers 
are  swelling,  the  increased  tax  burden  will  fall  on  those  in  their  work- 
ing years.  We  know  fron  taxation  statistics  that  20.9  per  cent  of  the 
population  65  and  over  were  taxpayers  in  1976,  as  against  62.8  per  cent 
for  those  between  20  and  64.(19)  The  question  therefore  becomes  one  of 
how  many  persons  in  future  will  reach  age  65  and  what  their  dependency 
status  will  be.  The  cost  of  government  programs  for  the  elderly  is  dis- 
cussed in  the  chapter  an   econonic  considerations. 

Social  Characteristics 

The  danger  in  any  examination  of  the  retired  is  the  unstated  as- 
sumption that  all  retired  persons  or  all  over  a  certain  age  can  be  dealt 
with  as  a  homogeneous  group.  Spanning  a  range  of  30  years  or  more,  those 
aged  65  and  over  are  no  more  identical  in  composition  or  attitudes  than 
are  all  adults  under  age  30  for  example.  Age  alone  is  insufficient  ex- 
planation for  many  characteristics;  and  attitudes  and  similarities  are 
more  frequently  perceived  by  persons  observing  fron  outside  than  felt  by 
those  within  the  group.  In  commenting  on  attitudes  and  behaviour, 
Morris  M.  Schnore  explains: 

"Any  observed  differences  in  attitudes  and  behaviour  between  young 
and  old  cannot  be  attributed  to  changes  that  occur  inevitably  over 
time  as  a  result  of  aging.  Any  differences  between  members  of  dif- 
ferent generations  may  be  a  result  of  having  lived  through  differ- 
ent historical  time  periods  and,  consequently,  having  been  exposed 
to  different  socio-cultural  events  and  influences.  Such  differences 
in  generations  are  referred  to  as  'cohort'  effects,  to  distinguish 
them  fron  intrinsic  effects  of  aging.  Even  v*en  people  of  different 
ages  live  through  the  same  event,  one  may  expect  that  they  will  be 
affected  by  the  event  in  different  ways  because  of  the  differences 
in  their  past  experiences ."( 20 ) 

Keeping  in  mind  that  the  retired  group  spans  two  generations,  we 
shall  examine  them  \^ere  possible  as  they  split  and  regroup  into  differ- 
ent suk>-parts  according  to  various  social  characteristics  and  concerns 
in  this  section  and  according  to  incone  level  in  the  next  section. 
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Living  Arrangements 

Over  three-quarters  of  the  population   age   65   and   over    in   Ontario 
and  Canada  live  in  urban  areas  as  does  the  population  in  general. 

Table  9 

Urban  and  Rural  Population,   by  Age,   Canada  and  Ontario,    1976 


Canada 

Ontario 

Urban  (total) 
Rural  (total) 

Urban  (65  and  over) 
Rural  (65  and  over) 

( Thousands ) 
17,367 
5,626 

1,541 
461 

(Per  cent) 
75.5 
24.5 

77.0 
23.0 

(Thousands) 
6,709 
1,526 

605 
134 

(Per  cent) 
81.5 
18.5 

81.9 

18.1 

Source  Statistics 

Canada,  Census 

of  Canada,  1976. 

Only  8.7  per  cent  of  the  elderly  (10  per  cent  of  women  and  6  per 
cent  of  men)  in  Canada  in  1976  lived  in  collective  housing  which 
includes  nursing  homes,   roeming-houses ,    and  other  institutions. 

Table  10 

Tenure  of  Housing  of  Population  Aged  65  and  Over,  by  Sex  of  Household 

Heads,  Canada  and  Ontario,  1976 


Canada 

Ontario 

(Thousands)    (Per  cent) 

(Thousands) 

(Per  cent) 

Tenure 

Owned 

Male 

525 

69.3 

190 

66.9 

Female 

233 

30.7 

94 

33.1 

Total 

758 

Rented 

Male 

195 

46.4 

65 

42.6 

Female 

226 

53.6 

88 

57.4 

Total 

1,179 

Source  Statistics  Canada 

,  Census 

of  Canada, 

1976. 

In  terms  of  tenure  and  housing  the  older  population  does  not  differ 
markedly  from  the  total  population.  However,  those  aged  65  and  over 
live  in  single  family  detached  housing  to  a  greater  extent  and  own  their 
own  dwellings  in  greater  proportion.  Of  the  retired  respondents  in  the 
Consumer  Survey,  85.2  per  cent  lived  in  a  single  family  hone.  The  dif- 
ferences in  housing  tenure  are  greater  between  men  and  wonen  in  both  the 
total  population  and  the  population  65  and  over.  Women  own  their  own 
hemes  less  frequently  than  men  and  are  more  often  renters.  In  addition, 
the  majority  of  elderly  wcmen,  about  70  per  cent,  lived  alone  in  1976. 
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Table  11 

Tenure  of  Dwellings,  Household  Heads,  Ontario,  1971 


Tenure 

Median 
Value 

Reporting 

Population 

Owned 

Rented 

a  mortgage 

(Per 

cent) 

(Dollars) 

(Per  cent) 

Total 

2, 

,225,205 

62.9 

36.9 

23,768 

28.3 

Male 

1 

,851,825 

66.6 

33.3 

24,378 

32.1 

Female 

373,380 

44.7 

55.2 

19,051 

9.3 

65  and  over 

362,935 

69.6 

30.3 

18,528 

7.3 

Male 

220,485 

77.4 

22.5 

18,945 

8.9 

Female 

142,455 

57.5 

42.3 

17,525 

4.8 

Source  Statistics  Canada, 

Census  of 

■  Canada, 

1971. 

Those  65  and  over  not  only  have  a  lower  incidence  of  owing  money  on 
a  mortgage  but  also  have  lower  consumer  debt  than  the  younger  popula- 
tion. The  average  debt  of  those  65  and  over  was  $172  in  1970  conpared  to 
$1,337  for  those  34  and  under  and  $1,038  for  those  aged  35  to  44.  Almost 
80  per  cent  of  those  65  and  over  had  no  consumer  debt  conpared  to  37  per 
cent  for  those  aged  35  to  44,  39  per  cent  for  those  aged  45  to  55,  and 
54  per  cent  for  those  aged  55  to  64.  In  1976,  65  per  cent  of  household 
heads  in  Qitario  65  and  over  owned  their  dwelling  and  35  per  cent  were 
renters . 

Education  and  Origin 

In  terms  of  education,  the  levels  currently  available  were  not  the 
norm  for  the  senior  population  vihen  they  were  young,  and  they  exhibit 
lower  educational  levels  as  a  consequence.  Over  half  of  those  aged  65 
and  over  have  less  than  grade  9  education  compared  to  less  than  one- 
quarter  of  those  between  the  ages  of  25  and  64. 

Table  12 

Educational  Attainment  by  Age  and  Sex,  Ontario,  1976 


Age  25-64 (a)           Age 

65 

and  over 

Male       Female       Male 

Female 

(Per  cent) 

22.5  23.1         57.5 

33.6  45.8         26.1 

53.6 
28.4 

Less  than  Grade  9 
Grades  9-13 
Post-secondary 

non-university         13.5        17.3         6.7        12.0 
University 

without  degree         3.9         2.7         2.5         1.6 

University  degree ^9 ._6 ._7 -4 

a  To  allow  for  normal  termination  of  education  age  25  has  been  chosen. 

Source  Statistics  Canada,  Census  of  Canada,  1976,  Cat.  92-827,  Vol.  2, 
Table  33. 
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A  similarity  between  the  two  age  groups  is  the  lower  education  lev- 
els of  woTien  regardless  of  age.  As  vie  shall  see,  education  correlates 
positively  with  incone  -  a  factor  which  therefore  sets  the  older  popula- 
tion apart  from  the  rest,   and  women  apart  frcni  men. 

The  immigration  patterns  which  contributed  to  the  make-up  of  the 
present  population  65  and  over  differ  markedly  from  those  of  the  more 
recent  past.  While  the  strong  proportion  fron  the  British  Isles  and  the 
United  States  is  coimon  to  both,  we  find  that,  in  the  older  population, 
other  northern  European  cxjuntries  predaninate,  as  compared  to  the  south- 
ern European,  Caribbean,  and  Asian  sources  of  recent  arrivals.  Mother 
tongue  is  an  imprecise  measure  of  ethnic  background,  but  the  relative 
predcxninance  of  certain  languages  in  the  senior  population  may  be  of 
significance. 

Table  13 

Mother  Tongue(a)  of  Population  by  Age  Group,  Ontario,  1976 


POpul£ 

it  ion 

65 

and  over 

Population 

0-64 

Rank 

Percentage  of  total 

Rank 

Percentage  of  total 

English 
French 

75.5 
5.0 

English 
French 

78.4 
5.7 

German 

2.8 

Italian 

3.9 

Italian 

2.7 

German 

1.9 

Ukrainian 

2.2 

Ukrainian 
Netherlands 

and 

0.8 

Polish 

1.4 

Flemish 

0.8 

Netherlands 

and 

Chinese  and 

Flemish 
Chinese  and 

0.9 

Japanese 

0.7 

Japanese 
Greek 

0.6 
0.3 

Greek 
Polish 

0.6 
0.6 

Native  Indian 

0.2 

Native  Indian 

0.3 

a  "Mother  tongue"  is  defined  as  the  first  language  learned  that  is 

still  understood. 
Source  Statistics  Canada,  Census  of  Canada,  1976,  Cat.  92-833,  Vol.  8, 
Table  1. 

Recent  immigration  patterns  in  both  Canada  and  Ontario  show  origins 
that  will  continue  to  contribute  to  the  predominant  English-language 
ccmponent,  particularly  since  the  United  Kingdom  is  often  a  stopping- 
off  point  for  immigrants  fron  other  Ccmmonwealth  countries.  However, 
their  origins  differ  from  the  British  Isles  origins  of  preceding 
generations. 
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Table  14 

Immigrants  by  Country  of  Last  Permanent  Residence, 

Canada  and  Ontario,   1971-76 


Canada 

Number 

Ontario 

Number 

United  Kingdom 

155,603 

United  Kingdom 

88,287 

United  States 

136,237 

West  Indies(a) 

63,520 

West  Indies (a) 

95,057 

United  States 

52,009 

Portugal 

61,601 

Portugal 

44,682 

Hong  Kong 

60,529 

Hong  Kong 

25,943 

India 

49,310 

India 

23,479 

Philippines 

37,750 

Italy 

20,133 

Italy 

30,952 

Philippines 

19,285 

Greece 

26,799 

Greece 

14,778 

France 

20,668 

Yugoslavia 

11,951 

a     Figures    for   1973   to  1976   are   for   Caribbean 
countries . 

Source  Ministry  of  Treasury,  Econcmics  and  Inter- 
governmental Affairs,  Ontario  Statistics, 
1977,  Vol.  1,  Social  Series,  Table  3.15, 
p.    92. 

Work-force  Participation 

While  it  is  impossible  to  determine  retired  status  precisely  from 
labour  force  figures,  the  pattern  of  diminishing  work-force  attachment 
after  age  55  is  clear,  as  is  the  large  drop-off  for  both  sexes  at  age  65 
when  public  programs  become  available.  Figures  for  the  past  four  years 
demonstrate  this  pattern: 

Table  15 

Labour  Force  Participation  Rates  by  Sex,   Persons  45   and  Over,   Canada, 

1975-78 


1975 

1976          1977 

1978 

Male 

Female 

Male 

Female   Male 

Female 

Male 

Female 

(Per  cent) 

45-54 

92.7 

46.1 

92.5 

48.3    92.4 

49.2 

92.9 

51.0 

55-64 

79.3 

30.8 

76.7 

32.0    76.5 

32.2 

76.5 

32.8 

65-69 

29.9 

9.6 

25.4 

7.8    25.1 

8.5 

23.5 

7.8 

70  and 

over 

11.0 

2.3 

9.8 

2.2     9.2 

2.0 

9.6 

2.7 

Source 

Statistics 

Canada , 

Labour 

Force  Annual  Averages, 

1975-78 

,  Cat. 

71-529,   pp.    9-12. 

Since  work-force  participation  of  wcmen  is  increasing,  the  decline 
at  age  55  starts  fran  a  higher  point  each  year,  though  the  pattern  of 
decline  remains  fairly  constant.  It  can  be  seen  that  wonen  increasingly 
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will  be  facing  retirement  from  the  work-force  with  all  its  psychic  and 
social  implications,  as  a  factor  in  their  own  lives.  For  wanen  already 
in  the  higher  ages,  however,  work-force  participation  was  not  taken  for 
granted;  therefore  "retirement"  is  not  something  they  have  experienced 
personally. 

Not  surprisingly  the  work  patterns  of  those  65  and  over  who  remain 
in  the  work-force  are  noticeably  different  fron  their  younger  counter- 
parts. While  work  is  still  predominantly  full-time,  the  proportion  of 
part-time  work  is  greater  than  at  younger  ages.  For  the  last  four  years, 
for  example,  those  15-24  worked  78-80  per  cent  full-time;  those  between 
25  and  64  worked  90-92  per  cent  full-time,  as  against  72-76  per  cent  for 
persons  65  and  over. (21)  This  arrangement  is  obviously  by  choice  since 
two- thirds  of  the  part-time  workers  55  and  over  (no  breakout  for  65  and 
over)  listed  as  the  reason  "did  not  want  full-time  work."  This  compares 
with  just  over  half  between  25  and  54  years. (22)  For  many  in  the  older 
population,  therefore,  part-time  work  is  a  means  of  keeping  active  as 
well  as  a  source  of  incone.  The  Health  and  Welfare  survey  asked  the 
reason  for  working  or  looking  for  work  (full  or  part-time)  and  received 
the  following  responses: 

Table  16 

Reason  for  Working  or  Looking  for  Work,  Retired  Persons,  by  Sex 

Retired  Men      Retired  women 


(Per  cent) 

To  earn  money 

43.9 

45.3 

To  keep  physically  healthy 

25.1 

11.9 

To  keep  in  touch  with  people 

10.7 

19.7 

Other 

20.3 

23.1 

Source  Health  and  Welfare  Canada, 

Retirement 

in 

Canada,  Vol. 

II,  p.  37 

A  further  examination  of  paid  workers  65  and  over  illustrates  the 
iiTportance  of  income  as  a  reason  for  working.  Figures  are  based  on  a 
labour  force  sample  for  the  1976  Census,  since  current  labour  force  fig- 
ures do  not  show  marital  status  for  persons  65  and  over.  (This  in  it- 
self is  indicative  of  society's  attitude  toward  those  65  and  over,  who 
are  no  longer  expected  to  be  in  the  active  category.  Unemployment  in- 
surance terminates  at  age  65,  and  detailed  information  is  no  longer  kept 
on  those  who  continue  in  paid  employment.  Persons  65  and  over  without 
jobs,  therefore,  can  cnly  be  retired  -  not  unemployed  -  in  the  terminol- 
ogy of  public  support  programs.) 

The  heavy  representation  of  single  wanen  and  married  men  in  the  la- 
bour force  points  to  the  traditional  breadwinner  concept;  the  low  repre- 
sentation of  married  and  previously  married  wanen  underlines  a  lifetime 
of  family  and  household  responsibilities  with  a  consequent  lack  of  work- 
force skills.  For  those  v^^o  are  in  the  work- force,  however,  there  is  ob- 
viously a  desire  and  willingness  to  contribute  to  their  own  well-being. 
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financial,  physical,  and  mental.  However,  we  know  that  85  per  cent  of 
men  and  95  per  cent  of  women  in  this  age  group  are  not  in  the  labour 
force,  and  it  is  this  large  segment  which  retains  our  attention. 

Table  17 

Population  and  Labour  Force  Activity  of  Persons  Age  65  and  Over  by  Sex 

and  Marital  Status,  Canada,  1976 


Population             Labour 

force 

Male 

Female       Male 

Female 

(Number) 

Total                875,405 

1,126,930      167,965 
(Per  cent) 

78,300 

Single                 9.6 

10.3         9.0 

27.6 

Married                74.0 

38.7         81.4 

34.3 

Widowed/divorced        16.5 

51.0          9.6 

38.1 

Source  Statistics  Canada,  Census 

of  Canada,  1976,  Cat.  94- 

-805,  Vol.  5. 

Retirement  Age 

Retirement  tends  to  occur  around  age  65.  Respondents  in  the  Con- 
sumer Survey  showed  54.6  per  cent  retiring  or  planning  to  retire  between 
61  and  65.  The  ffealth  and  Welfare  survey  showed  63.8  per  cent  of  the 
men  choosing  65  or  lower  and  46.4  per  cent  of  the  women  choosing  60  or 
lower.  General  satisfaction  with  the  age  of  retirement,  regardless  of 
the  reason  for  it,  was  evident.  In  the  Consumer  Survey  56.2  per  cent  of 
the  respondents  would  not  have  chosen  to  retire  at  a  different  age;  in 
the  Health  and  Welfare  survey  52.8  per  cent  of  the  retired  men  and  64.8 
per  cent  of  the  retired  wcmen  were  content  with  their  decision.  Un- 
fortunately neither  survey  examines  responses  according  to  the  marital 
status  of  the  respondents,  which  means  that  we  are  unable  to  judge 
whether  married  women,  traditionally  two  or  three  years  younger  than 
their  husbands,  tend  to  retire  when  their  husbands  do  and  therefore 
exhibit  differences  fron  the  single  wcmen  surveyed. 

The  satisfaction  factor  is  worth  examining  in  the  light  of  reasons 
for  retirement,  v^ich,  in  the  Stealth  and  Welfare  survey,  are  as  follows: 

Table  18 

Reasons  for  Retirement,  by  Sex 


Retired  men 


Retired  wonen 


(Per  cent) 


Compulsory  retirement 

Poor  health 

Other 

Laid  off 

No  answer 


28.6 

34.3 

28.6 

6.7 

1.8 


10.8 

37.5 

39.3 

4.4 

8.1 


Source  Health  and  Welfare  Canada,  Retirement  in  Canada,  Vol.  I,  Table 
2,  p.  9. 
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Table  19 

Factor  Responsible  for  Not  Retiring  at  Preferred 

Age,  by  Sex  of  Retiree 

Men Women 

(Per  cent) 
Compulsory  33.4  12.8 

Other  22.6  18.9 

Poor  health  57.0  42.0 

Laid  off  47.1  44.3 

Source  Health  and  Welfare  Canada,  Retirement  in 
Canada,  Vol.  I,  Table  4,  p.  23. 

Fran  the  survey  it  appears  that  poor  health  caused  earlier  retire- 
ment in  most  cases,  and  therefore  left  the  retirees  financially  unpre- 
pared for  retirement  and  unable  to  continue  gainful  employment.  In  ad- 
dition any  employment  pension  incane  may  have  been  reduced  because  of 
early  retirement. 

The  importance  of  health  as  a  factor  affecting  the  choice  of  re- 
tirement age  is  borne  out  in  the  Consumer  Survey.  It  was  the  most  im- 
portant factor  listed  by  retired  respondents  if  the  choice  to  retire  at 
a  particular  time  had  been  entirely  up  to  them: 

State  of  health  80.0  per  cent 

Financial  position  66.8 

Responsibility  to  dependents  25.0 

Job  interest/involvement  24.8 

Marital  status  18.4 

Level  of  other  activities  16.3 

In  addition,  for  this  group  health  was  the  second  greatest  area  of 
concern  in  retirement  after  the  ability  to  remain  in  their  own  homes, 
and  ranking  higher  than  loneliness  or  the  death  of  a  spouse.  This  heavy 
emphasis  on  health  might  reinforce  the  stereotype  of  the  elderly  as  an 
increasingly  frail  if  not  bedridden  segment  of  the  population,  with  de- 
clining overall  capacities.  While  appropriate  enough  for  some  in  the 
"old-old"  category  -  over  85  for  example,  and  more  likely  to  be  institu- 
tionalized -  this  generalization  is  far  too  sweeping.  In  fact,  fewer 
than  10  per  cent  of  those  65  and  over  are  in  institutions.  Arguments 
against  such  a  stereotype  are  found  in  several  background  papers  pre- 
pared for  the  National  Symposium  on  Aging,  held  in  Ottawa  in  October  of 
1978. 

Dr.  J.R.D.  Bayne  - 

"Although  the  peak  of  physical  strength  and  agility  is  passed  in 
early  adult  life,  learning  ability  is  maintained  and  judgment  based 
on  experience  can  be  expected  to  improve  into  advanced  years. "(23) 


84 


Morris  M.  Schnore  - 

"...recent  research  findings. . .indicate  that  intelligence  continues 
to  increase  into  adulthood  and,  in  relatively  healthy  people,  only 
a  relatively  small  decline  becanes  evident  in  the  60 's  and  70's.  It 
has  become  apparent  that  much  of  the  difference  in  performance  on 
intelligence  tests  between  the  young  and  old  is  not  due  to  a  de- 
cline in  intelligence  in  the  old,  but  a  result  of  higher  perform- 
ance levels  in  successive  generations  of  the  young....  It  is  well 
known  that  the  level  of  education  is  positively  related  to  perform- 
ance on  intelligence  tests... and  the  young,  who  are  better  educated 
than  the  old,  consequently,  perform  better  on  intelligence  tests. 
(24) 

From  a  recent  U.S.  study  - 

"Health  status  as  the  reason  for  retirement  appears  to  vary  with 
occupational  category.  There  is  evidence  that  health  status  is 
more  critical  for  workers  whose  jobs  require  considerable  physical 
effort. "(25) 

A  further  factor  which  must  be  considered  is  that  in  a  generation 
with  strong  attachment  to  the  work  ethic,  not  working  had  serious  impli- 
cations in  terms  of  social  attitudes  unless  there  was  a  socially  accept- 
able reason  for  it.  Health  has  always  been  a  "legitimate"  reason  for 
withdrawal  from  the  work-force;  as  a  consequence,  retirees  might  tend  to 
over-emphasize  the  health  aspect  as  cpposed  to  less  socially  acceptable 
excuses  such  as  boring  jobs,  or  the  feeling  that  job  demands  were  too 
heavy. 

While  we  can  appreciate  that  ill  health  may  cause  premature  with- 
drawal from  the  work-force  and  consequent  financial  hardship,  we  find 
that  financial  security  alone  is  insufficient  reason  for  "early"  retire- 
ment. The  Health  and  Welfare  survey  posed  the  question  v\^ether  the  re- 
tired persons  would  have  been  willing  to  retire  five  years  earlier  if 
they  could  have  had  their  current  standard  of  living.  While  such  a  ques- 
tion assumes  that  current  living  standards  are  adequate,  the  response 
nevertheless  was  interesting: 

-  18.3  per  cent  of  the  men  and  19.0  per  cent  of  the  women  would 
have  retired; 

-  20.9  per  cent  of  the  men  and  31.9  per  cent  of  the  wanen  were  not 
sure ; 

-  13.2  per  cent  of  the  men  and  8.1  per  cent  of  the  women  would 
have  retired  and  taken  a  part-time  job; 

-  but  47.6  per  cent  of  the  men  and  41  per  cent  of  the  women  would 
have  kept  working . ( 26 ) 
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A  recent  U.S.  study  of  attitudes  toward  retirement  found  a  similar 
positive  attitude  to  continuing  in  the  work-force,  with  88  per  cent  of 
current  employees,  87  per  cent  of  retired  enployees,  and  67  per  cent  of 
business  leaders  agreeing  with  the  statement:  "Nobody  should  be  forced 
to  retire  because  of  age,  if  he  wants  to  continue  working  and  is  still 
able  to  do  a  good  job. "(27)  When  questioned  about  personal  preference  a 
surprising  number,  as  in  the  Health  and  Welfare  study,  cpted  to  continue 
working.  Some  26  per  cent  of  current  employees  would  prefer  to  retire 
at  the  normal  age;  22  per  cent  wDuld  retire  before  the  normal  retirement 
age;  but  51  per  cent  would  choose  to  remain  in  the  work-force  in  some 
capacity: 

-  8  per  cent  would  retire  at  the  normal  or  early  retirement  date 
and  work  for  another  employer; 

-  14  per  cent  vrould  continue  full-time  in  their  same  position  for 
the  same  pay; 

-  5  per  cent  would  work  full-time  for  less  pay  in  a  less  demanding 
position; 

-  24  per  cent  would  work  part-time. (28) 

Intentions,  as  might  be  expected,  varied  according  to  the  type  of 
position  held,  with  hourly  wage  and  salaried  workers  more  likely  than 
the  self-employed  to  elect  retirement. 

In  canparing  these  attitudes  with  expectations  about  retirement  in- 
cone  from  various  sources,  as  found  elsewhere  in  the  Health  and  Welfare 
study,  the  authors  conment: 

"The  findings  in  Chapter  1  suggest  that  the  pressures  en  government 
and  business  for  increased  retirement  income  benefits  -  stemming 
fron  an  increase  in  the  number  of  retirees  and  fron  inflation  -  are 
likely  to  mount  considerably  in  the  upconing  years.  But  the  find- 
ings here  suggest  the  cloud  may  have  a  silver  lining.  In  the  long 
run,  more  and  more  people  are  likely  to  defer  retirement  and  work 
until  a  later  age.  This  may  greatly  lessen  the  burden  of  retire- 
ment incone  costs  en  government  and  business:  while  the  trend  is 
strongly  suggested  by-  the  findings,  however,  it  should  not  be 
viewed  as  a  sure-fire  safeguard  that  will  balance  the  pressures  for 
increased  retirement  benefits.  These  pressures  are  likely  to  be 
strong,  and  business  and  government  would  be  well-advised  to  seek 
active  solutions  to  the  problem. "(29) 

However,  intentions  and  reality  in  the  matter  of  continuing  work- 
force participation  often  differ.  And  so  it  is  not  surprising  to  find 
fewer  retirees  actually  working  for  pay  than  the  number  now  in  the  work- 
force ^o  express  the  intention  of  remaining  active.  The  Health  and 
Welfare  survey  found  43  per  cent  of  the  active  respondents  intending  to 
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work  for  pay  or  profit  in  retirement;  but  cxily  5  per  cent  of  the  retir- 
ees were  actually  doing  so.  (29)  It  must  be  kept  in  mind,  however,  that 
in  many  cases  a  continuation  of  WDrk-force  participation  means  searching 
for  a  new  job.  The  option  of  continuing  in  their  former  positions  sim- 
ply does  not  exist,  because  of  mandatory  retirement  policies. 

Concerns 

The  psychic  shock  of  a  changed  lifestyle  on  retirement  stems  from 
both  financial  and  behavioural  changes:  incone  is  usually  reduced,  lei- 
sure time  has  to  be  filled,  and  embarking  on  this  stage  of  life  is  not 
without  pain.  The  fear  of  future  loneliness  as  former  colleagues  drift 
away,  friends  and  spouses  die,  and  families  become  separated  if  the  re- 
tired move  to  a  warmer  climate  all  have  to  be  faced.  Some  areas  of 
anxiety  are  documented  in  the  Consumer  Survey.  Of  particular  interest 
to  the  CoTimission,  the  financial  worry  is  not  ranked  as  high  as  are  some 
of  the  more  human  factors. 

Table  20 

Percentage  of  Retired  Respondents  Expressing  Concern  about  Certain  Fac- 
tors in  the  Future 


Very 

Fairly 

Not 

terribly 

Not  at  all 

No 

( 

concerned 

concerned 

concerned 

concerned 

answer 

(Pe; 

r  cent) 

Remain  in  own  home 

58.6 

15.7 

10.6 

4.2 

10.9 

Death  of  spouse (a) 

50.5 

12.0 

8.1 

11.8 

17.6 

Losing  independence 

50.2 

19.6 

13.2 

5.4 

11.5 

Remaining  active 

49.3 

18.4 

13.3 

6.7 

12.4 

Health 

47.5 

25.6 

13.0 

3.0 

10.9 

Contact  with  children 

45.4 

18.4 

10.2 

13.3 

12.7 

Finances 

44.5 

21.1 

16.3 

7.3 

10.9 

Death  of  friends 

39.6 

28.6 

15.4 

4.8 

11.5 

Loneliness 

22.1 

18.2 

32.9 

15.4 

11.5 

a  At  the  time  of  the  survey  66.5  per  cent  of  the  retired  were  married. 
Source  Royal  Canmission  on  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey . 

The  above  table  can  be  read  as  a  very  positive  statement  about  re- 
maining an  active  and  independent  participant  in  society;  any  structures 
which  society  erects  to  isolate  or  segregate  its  older  members  are 
likely  to  be  resisted. 


INCOME  OF  THE  RETIRED 

The  traditional  concept  of  retirement  as  a  withdrawal  fran  activity 
has  conditioned  us  all  to  expect  that  reduced  involvement,  expectations 
and  incone  will  be  a  part  of  the  retired  existence.  Ihe  end  of  bargain- 


87 


ing  power  in  the  WDrk-force  usually  meant  the  end  of  any  demand  on  soci- 
ety for  support  and  old  age  was  a  time  for  making  do  with  whatever  re- 
sources ^^ere  available.  At  present  we  are  in  a  transitional  phase. 
"Profile  of  the  Retired"  has  shown  what  factors  are  contributing  to  in- 
creased longevity  and  better  health  in  retirement.  People  are  retiring 
at  an  earlier  age,  some  of  them  with  better  expectations  of  income  from 
employment  pension  plans  and  private  arrangements  such  as  Registered 
Retirement  Savings  Plans.  Retirement,  for  many,  is  evolving  into  a 
fourth  stage  of  activity  after  childhood,  education,  and  work. 

Many  now  over  65,  however,  must  cope  with  the  new  expectations  of 
retirement  with  inadequate  financial  support.  For  them  the  situation  is 
particularly  difficult  since  they  are  physically  active  and  eager  to  be 
a  part  of  their  community;  but  such  involvement  frequently  entails  fi- 
nancial outlays  beyond  their  means. 

We  shall  see  in  the  following  chapter  how  government  programs  are 
structured  to  provide  a  guaranteed  incone  to  pensioners;  how  various  tax 
exemptions  and  credits  benefit  persons  65  and  over;  and  how  discounts 
and  reduced  fees  for  services  enhance  the  income  picture  for  many  pen- 
sioners and  encourage  them  to  remain  active.  This  section  will  examine 
the  income  for  the  retired  as  measured  in  published  studies,  and  will 
discuss  the  sources  of  such  incane.  As  is  caninon  in  published  sources, 
the  population  is  broken  out  by  age  group  without  regard  to  active  or 
retired  status.  In  the  Ccranission's  Consumer  Survey,  however,  the  re- 
tired have  been  defined  as  those  in  receipt  of  a  pension  other  than  a 
disability  pension,  and  for  whom  paid  employment  contributes  to  less 
than  half  of  their  total  incane. 

As  previously  outlined,  the  sample  for  the  Consumer  Survey  is  con- 
sistent with  population  distribution  in  the  1976  Census.  It  must  be 
remembered,  however,  that  of  the  165  "retired"  respondents,  35  are  under 
age  65;  of  the  non-retired,  42  are  over  age  65.  The  figures  used  will 
be  for  Ontario  unless  otherwise  stated;  incane  in  Ontario  is  generally 
higher,  before  and  after  retirement,  than  the  national  average. 

Levels  of  Income 

When  examining  the  incane  of  the  population  aged  65  and  over  it  is 
well  to  keep  in  mind  the  Statistics  Canada  low  income  cut-off  levels, 
which  are  computed  by  family  size  and  area  of  residence.  Statistics 
Canada  defines  families  and  individuals  as  "low-incone"  if  they  spend  62 
per  cent  or  more  of  their  income  oi  food,  clothing,  and  shelter. (30) 

The  low  incane  cut-off  levels  for  single  persons  and  couples,  most 
relevant  to  the  retired  population,   in  1976  were: 
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Table  21 

Low  Income  Cut-offs  of  Family  lliits,(a)  Canada,  1976(31) 

Size  of  area  of  residence 


500,000     100,000-    30,000-  Less  than 

and  over    499,999     99,999  30, 000(b)    Rural 

(Dollars) 

1  person                        4,117                3,853                3,742  3,442              2,992 

2  persons                      5,966                5,587                5,425  4,989              4,341 

a  iViis  table  represents  the  revised  cut-offs.  For  information  on  the 
original  levels  see:  J.R.  Podoluk,  Incomes  of  Canadians,  Queen's 
Printer,  1968.  For  information  on  the  revised  cut-offs,  an  unpub- 
lished paper,  "Revision  of  Low  Incone  Cut-offs"  is  available  from 
Statistics  Canada. 

b  Includes  non-metropolitan  cities  (with  a  population  between  15,000 
and  30,000)    and  small  urban  areas    (under  15,000). 

Source     Statistics  Canada,   Incone  Distributions  by  Size  in  Canada,    1976, 
Cat.    13-207,   p.    25. 

Age  and  sex  breakouts  are  not  available  in  the  income  distribution 
figures  for  provinces;  as  a  consequence  we  will  be  using  Canadian  fig- 
ures Vihich  are  slightly  lower  than  those  of  Ontario.  For  example,  aver- 
age and  median  incones  in  1976  for  families  and  unattached  individuals 
(32)    in  the  various  regions  are  shown  in  Table  22. 

Table  22 

Average  and  Median   Incomes   of   Families   and  Unattached    Individuals, 

Canada  and  the  Regions,   1976   (31) 


Average  income 

Median  income 

(Dollars) 

Canada 

16,095 

14,030 

Atlantic  provinces 

13,311 

11,608 

Quebec 

15,652 

13,604 

Ontario 

16,981 

14,933 

Prairie  provinces 

15,569 

13,161 

British  Columbia 

17,107 

15,069 

Source  Statistics 

Canada, 

Income  Distributions 

by 

Size  in  Canada, 

1976 

Table  25,  p.  58. 

Table  23  shows  the  average  and  median  income  of  families  and  indi- 
viduals for  Canada. 

In  its  report (33)  on  the  incomes  of  elderly  Canadians  in  1975, 
Health  and  Welfare  Canada  found  it  was  quite  clear  that  single  individu- 
als are  not  so  well  off  as  couples.  Overall,  the  average  income  of  sin- 
gle individuals  ($3,796)  was  only  43.4  per  cent  of  the  average  for  all 
couples  ($8,746). (34)  Single  wonen  fared  worse  than  single  men,  averag- 
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ing  only  $3,612  or  41.3  per  cent  of  the  couples'  average,  versus  $4,270 
or  48.8  per  cent  for  men.  Over  70  per  cent  of  single  individuals  were 
women  and  about  85  per  cent  of  these  were  widows. 

Table  23 

Average  and  Median  Inccanes  of  Families  Headed  by  Persons  65  and  Over, 
Unattached  Individuals  65  and  Over  and  All  Individuals  65  and  Over  with 
Incone,  by  Sex,  Canada,  1976(32) 

Male  Female 


Average    Median Average    Median 


(Dollars) 
Families(a)  11,644      8,090      13,794     10,339 

Unattached  individuals (b)     6,672      3,759       4,332      3,395 

a  1,154  male  families  and  130  female  families  in  sample.  The  signif- 
icantly higher  incomes  shown  for  families  headed  by  females  is  at- 
tributable partly  to  the  small  size  of  the  sample  and  also  to  the 
inclusion  of  earnings  of  children  living  at  home. 

b  233  male  unattached  individuals  and  631  female  unattached  individuals. 

Source  Statistics  Canada,  Income  Distributions  by  Size  in  Canada,  1976, 
pp.  40,  41,  55. 

The  poorest  couples  were  those  v*ere  both  spouses  were  over  age  66, 
receiving  $7,951  on  average  in  1975  compared  to  $9,283  for  those  couples 
with  only  the  husband  aged  66  or  over. 

The  report  compared  the  average  income  of  elderly  census  families 
with  those  of  younger  age  groups  and  found  that  pensioners  were  not 
nearly  so  well  off.  Census  families  with  heads  aged  45-54  had  an  aver- 
age incone  of  $19,955  which  is  68  per  cent  and  122  per  cent  higher  than 
the  average  income  of  census  families  with  heads  aged  65-69  ($11,890) 
and  with  heads  70  and  over  ($8,977)  respectively. (35) 

In  1975,  61  per  cent  of  unattached  senior  citizens  (374,000)  and  22 
per  cent  of  elderly  couples  were  below  the  Statistics  Canada  low  income 
cut-offs. (36) 

The  Consumer  Survey  also  attempted  to  establish  the  individual  and 
family  income  levels  of  respondents.  Breakouts  for  the  retired  segment 
appear  in  Table  24.  It  should  be  noted  that  some  of  the  retired  are  not 
eligible  for  government  income  guarantees  -  35  of  the  165  in  that  group 
are  under  65  years  of  age.  While  no  correlation  is  available  between 
income  and  age  for  the  retired  respondents ,  the  knowledge  that  income 
guarantees  of  $310.75  a  month  (single)  and  $621.50  a  month  for  a  couple 
were  available  through  CJVS/G IS/GAINS  at  the  time  of  the  survey  lead  us 
to  conclude  that  there  is  little  chance  that  the  very  low  respondents 
are  over  age  65.  Consequently,  income  levels  cannot  fairly  be  compared 
with  T^le  22. 
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Again  with  reference  to  l^ble  24,  a  high  percentage  of  respondents 
chose  not  to  answer  or  refused  to  supply  the  information;  accordingly, 
the  percentages  shown  (of  those  answering  the  income  questions)  should 
be  regarded  as  only  an  approximation  of  the  inccme  situation  of  the  re- 
tired respondents. 


Table  24 

Income  Distribution  of  Retired  Persons: 


Personal  and  Family  Inccme 


Personal 

income 

Family 

income 

(Dollars) 

(Number) 

(Per  cent) 

(Number) 

(Per  cent) 

Under  2,000 

20 

16.7 

6 

5.3 

2,000-  2,999 

8 

6.7 

3 

2.7 

3,000-  3,999 

21 

17.5 

11 

9.7 

4,000-  4,999 

15 

12.5 

3 

2.7 

5,000-  5,999 

4 

3.3 

7 

6.2 

6,000-  6,999 

14 

11.7 

15 

13.3 

7,000-  7,999 

6 

5.0 

16 

14.2 

8,000-  8,999 

4 

3.3 

8 

7.1 

9,000-  9,999 

2 

1.7 

4 

3.5 

10,000-14,999 

14 

11.7 

17 

15.0 

15,000-19,999 

6 

5.0 

10 

8.8 

20,000  and  over 

6 

5.0 

13 

11.5 

Total 


120 


100.0 


113 


100.0 


No  response (a) 


45 


52 


Total  in  survey 


165 


165 


a  Refused,  did  not  know,  or  invalid  response. 

Source  Royal  Canmission  on  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey . 

We  must  assume  that  those  who  retired  under  65  did  so  for  reasons 
other  than  compulsion,  since  workers  in  Ontario  are  protected  from 
dismissal  because  of  age  up  to  65.  That  they  have  not  taken  post- 
retirement  enployment  points  to  several  possible  explanations: 

-  they  cannot  find  employment; 

-  their  incone  is  felt  to  be  adequate; 

-  they  retired  because  of   ill  health,  or  other  reasons  which  make 
continued  work-force  participation  impossible  or  impractical. 

While  we  cannot  clearly  identify  the  low-income  pensioners,  data 
frcm  the  "Profile  of  the  Retired  Respondents"  in  the  Consumer  Survey 
help  to  identify  soiie  relevant  factors: 
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-  those  with  annual  inccxnes  under  $6,000  had  been  retired  longer 
(9.0  years)  than  those  with  incomes  of  $20,000  and  over  (5.5 
years ) ; 

-  the  wanen  had  been  retired  longer  (10.1  years)  than  had  the  men 
( 6  years ) ; 

-  those  with  lower  education  had  been  retired  longer  (8.2  years) 
than  the  average  (7.5  years ) ;  and 

-  those  without  employment  pensions  had  been  retired  longer  (9.1 
years)  than  those  who  were  receiving  them  (5.5  years). 

We  have  seen  the  sex  differences  fron  inccme  distribution  figures 
in  Table  23.  Comparison  with  education  levels  is  provided  in  figures 
for  Canada  showing  1976  distribution  of  incone  in  Table  25. 

The  effect  of  education  an  the  earnings  of  both  sexes  is  apparent. 
It  is  equally  c±>vious,  however,  that  sex  is  an  important  incone  determi- 
nant in  the  job  market.  Wanen  with  a  university  degree  are  more  sparsely 
represented  in  the  top  brackets  than  are  men  v\^o  did  not  complete  high 
school . 

Since  we  know  that  employment  after  age  65  ceases  to  be  a  major 
source  of  income  for  the  retired,  we  shall  examine  what  the  principal 
sources  are  for  the  elderly  population. 

Sources  of  Income 

Tables  26  to  29  show  the  sources  of  inccme  of  the  elderly  popula- 
tion in  Canada.  Tables  28  and  29  show  the  sources  of  incone  for  single 
individuals  by  sex. 

Table  26  shows  that  42.7  per  cent  of  all  income  of  couples  where 
one  spouse  is  aged  66  or  over  and  58.4  per  cent  of  all  incone  of  single 
individuals  aged  66  and  over  came  from  government  programs  in  1975. 
About  20  per  cent  in  both  groups  came  from  investment  income,  and  be- 
tween 11.5  and  13.5  per  cent  came  fron  retirement  pensions.  Only  21  per 
cent  of  single  individuals  aged  66  and  over  and  40  per  cent  of  couples 
received  any  retirement  pension  incone  at  all. (37) 

Women  aged  65  and  over  have  a  greater  dependence  on  income  from 
government  programs  than  men  and  received  less  income  from  employment 
pensions.  QAS  and  CIS  constituted  53.6  per  cent  of  income  of  single 
females  65  and  over  in  1975  (44.3  per  cent  for  single  males)  and  retire- 
ment pensions  constituted  10.2  per  cent  of  incone  of  single  females  and 
14.1  per  cent  of  income  of  males. 
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Table  26 

Percentage  Conposition  of  Income  of  Couples,  Husband  Aged  66  or  CX/er  and 

Wife  Any  Age  by  Income  Class,  Canada,  1975 


Under 

$4,000- 

$6,000- 

$8 

;,000- 

$12,500 

All  income 

Type  of  income 

$4,000 

5,999 

7,999 

12 

;,499 

and  over 

classes 

(Per 

cent) 

OAS/GIS 

82.4 

68.7 

47.5 

24.3 

10.7 

34.8 

CPP/QPP 

5.5 

6.0 

6.1 

5.4 

2.7 

4.6 

Social  assistance 

provincial 

supplementation 

2.7 

3.3 

2.6 

.2 

.0 

1.2 

Other (a) 

.3 

1.2 

2.6 

3.5 

1.7 

2.1 

Sub-total  government 
programs  90.9    79.2    58.8    33.4    15.1      42.7 

Investment  income      5.1     9.9    14.8    22.7    28.7      20.2 
Retirement  pensions(b)  2.3     7.3    16.8    20.0    13.3      13.5 

Sub-total  private 
arrangements         7.4    17.2    31.6    42.7    42.0      33.7 

Earnings  .7     3.2     8.7    23.0    41.6      22.6 

Total(c)  100.0        100.0        100.0        100.0        100.0  100.0 

Average  income  in 
class  $3,148  $5,147  $6,854  $9,992  $21,176    $8,485 

Sample  size  289     687     350     307     224     1,857 

Estimated  numbers    68,000  150,000  94,000  87,000  70,000   468,000 

a  Veterans'  pensions,  civilian  war  allowances,  vorkmen's  compensation, 
etc. 

b  Includes  income  from  employment  pension  plans,  miscellaneous  super- 
annuation, and  income  fron  annuities. 

c  Total  includes  "Other  income"  which  is  not  included  in  the  above 
categories . 

Source  Statistics  Canada,  Survey  of  Consumer  Finances ,  microdata  tape 
on  1975  incomes  of  Census  Families.  Estimates  by  National  Health 
and  Vfelfare. 
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Table  27 

Percentage  Canposition  of  Income  of  Single  Individuals  Aged  66  and  Over 

by  Incone  Class,  Canada,  1975 


Under 

$2,500- 

$3,000- 

$6,000 

All  inccrie 

Type  of  income 

$3,500 

2,999 

5,999 

and  over 

classes 

(Per  cent) 

OAS/GIS 

87.5 

87.8 

50.2 

15.4 

50.7 

CPP/QPP 

2.0 

2.2 

4.8 

3.4 

3.4 

Social  assistance 

provincial 

supplementation 

3.0 

2.7 

2.8 

.5 

2.0 

Other(a) 

.9 

.6 

2.7 

3.4 

2.3 

Sub-total  government 

programs 

93.4 

93.3 

60.5 

22.8 

58.4 

4.3 

20.3 

37.6 

21.1 

1.9 

13.4 

19.0 

11.5 

Investment  inccme  5.4 
Retirement  pensions{a)  1.6 

Sub-total  private 

arrangements  7.0      6.2     33.7     56.6       32.6 

Earnings  -.7       .2      4.0      20.0        8.1 

Tt.tal(c)  100.0            100.0            100.0            100.0                100.0 

Average   incone   in 

class  $1,761          $2,715         $3,945         $9,833              $3,796 

Sample  size  654                920                752                290                2,616 

Estimated  numbers  226,000       758,000       273,000       116,000            872,000 


a  Veterans'  pensions,  civilian  war  allowances,  workmen's  compensation, 
etc. 

b  Includes  incone  fron  employment  pension  plans,  miscellaneous  super- 
annuation,  and   incone  fron  annuities. 

c  Total  includes  "Other  income"  which  is  not  included  in  the  above 
categories . 

Source  Statistics  Canada,  Survey  of  Consumer  Finances,  microdata  tape 
on  1975  incones  of  Census  Families.  Estimates  by  Naticaial  Health 
and  Welfare. 
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Table  28 

Percentage  Composition  of  Incone  of  Single  Males  Aged  66  and  Over  by 

Incone  Class,  Canada,  1975 


Under 

$2,500- 

$3,000- 

$6,000 

All  incone 

Type  of  incone 

$2,500 

2,999 

5,999 

and  over 

classes 

(Per  cent) 

OAS/GIS 

88.6 

86.3 

48.1 

14.9 

44.3 

CPP/QPP 

1.9 

3.3 

6.2 

3.2 

4.1 

Social  assistance 

provincial 

supplementation 

2.5 

2.6 

2.1 

.0 

1.4 

Other (a) 

.0 

.6 

3.8 

2.3 

2.4 

Sub-total  government 

programs           93.0      92.8      60.2  20.4  52.2 

Investment  incone      8.5      3.9      14.5  33.2  19.9 

Retirement  pensions(a)  3.3      2.6      17.1  18.7  14.1 

Sub-total  private 

arrangements        11.8      6.5      31.6  51.9  34.0 

Earnings            -4.9       .7      6.4  26.9  12.9 

Total(c)                             100.0           100.0           100.0  100.0  100.0 

Average  incone  in 

class              $1,764   $2,715    $3,975  $10,177  $4,270 

Sample  size           166      256       247  103  772 

Estimated  numbers    55,000   62,000    85,000  42,000  245,000 

a  Veterans'  pensions,  civilian  war  allowances,  workmen's  conpensation, 
etc. 

b  Includes  incone  fron  employment  pension  plans,  miscellaneous  super- 
annuation, and  incone  fron  annuities. 

c  Total  includes  "Other  income"  which  is  not  included  in  the  above 
categories . 

Source  Statistics  Canada,  Survey  of  Consumer  Finances ,  microdata  tape 
on  1975  incomes  of  Census  Families.  Estimates  by  National  Health 
and  Welfare. 
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Table  29 

Percentage  Ganposition  of  Income  of  Single  Females  ^ed  66  and  Over  by 

Income  Class,  Canada,  1975 


Under 

$2,500- 

$3,000- 

$6,000 

All  incane 

Type  of  income 

$2,500 

2,999 

5,999 

and  over 

classes 

(Per  cent) 

OAS/GIS 

87.1 

88.2 

51.2 

15.8 

53.6 

CPP/QPP 

2.0 

1.9 

4.2 

3.6 

3.2 

Social  assistance 

provincial 

supplementation 

3.1 

2.7 

3.1 

.7 

2.3 

Other(a) 

1.2 

.6 

2.2 

4.1 

2.3 

Sub-total  government 

programs 

93.4 

93.4 

60.7 

24.2 

61.4 

Investment  incane 

4.4 

4.4 

23.1 

40.4 

21.6 

Retirement  pensions) 

:a)  1.1 

1.7 

11.7 

19.1 

10.2 

Sub-total  private 

arrangements 

5.5 

6.1 

34.8 

59.5 

31.8 

Earnings 

.6 

.1 

2.8 

15.8 

5.9 

Total (c) 

100.0 

100.0 

100.0 

100.0 

100.0 

Average  income  in 

class  $1,763  $2,713  $3,880  $9,635  $3,612 

Sample  size  488  664  505  187  1,844 

Estimated  numbers  172,000  195,000  187,000  73,000  628,000 


a  Veterans'  pensions,  civilian  war  allowances,  workmen's  canpensation, 
etc. 

b  Includes  incane  fron  employment  pension  plans,  miscellaneous  super- 
annuation, and  incane  from  annuities. 

c  Total  includes  "Other  income"  which  is  not  included  in  the  above 
categories. 

Source  Statistics  Canada,  Survey  of  Consumer  Finances ,  microdata  tape 
on  1975  incanes  of  Census  Families.  Estimates  by  National  Health 
and  Welfare. 

The  reliance  on  government  programs  is  borne  out  by  responses  from 
the  Consumer  Survey  showing  the  sources  of  pensions  expected  by  those 
already  retired  (regardless  of  age): 
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Table  30 

Expected  Sources  of  Inccsne  fron  Goverrment  Pension 

Programs,  Retired  Respondents,  Ontario,  1978 


Total 


Number  of  respondents 

CPP 
OAS 
GIS 
GAINS 


165 

(Per  cent) 
74.0 
90.7 
18.1 
10.8 


Source  Royal  Gcanmission  en  the  Status  of  Pensions 
in  Ontario,  Consumer  Survey. 

This  compares  with  other  important  sources  of  income  revealed  in 
taxation  figures: 

Table  31 

Sources  of   Investment   Incone    for   Persons    65   and   Over   by   Sex,    Canada, 

1976 


Male 

Female 

(Per 

cent) 

Bank  interest 

14.3 

20.4 

Bond  interest 

4.2 

7.0 

Mortgage  interest 

2.3 

3.0 

Taxable  amount  of 

dividends 

4.3 

7.4 

Net  rental  inccsne 

2.0 

1.8 

Annuity  income 

1.2 

.8 

Source  Revenue  Canada, 

Taxation, 

Taxation  Statistics, 

1978,  Table  4, 

p.    58-59. 

The  low  percentage  represented  by  CPP  in  the  total  income  picture 
of  persons  65  and  over  coupled  with  the  high  expectation  of  income  from 
this  source  as  it  matures,  (seen  in  I^le  30)  underlines  the  plight  of 
those  vdio  retired  before  the  plan  came  into  operation,  or  in  the  early 
years  of  the  plan  v4ien  benefits  were  small.  The  growth  in  benefits  can 
be  perceived  fron  Table  32  which  shows  the  average  of  total  CPP  retire- 
ment benefits  in  pay  at  the  end  of  1978. 

Lower  initial  benefits  (and  contributory  earnings  to  some  extent) 
in  the  early  years  of  the  plan  account  for  the  lower  amounts  at  the 
higher  ages.  For  women,  lower  amounts  throughout  show  the  effect  of 
their  generally  lower  earnings  or  shorter  work  history.  As  CPP  matures, 
however,  and  as  a  higher  proportion  of  women  reaching  65  have  some 
earnings-related  pension  awaiting  them  we  find  reliance  en  income- tested 
supplements  waning.  Historically,  persons  in  Ontario  have  relied  less 
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on  the  Guaranteed  Income  Supplement  than  have  those  in  other  provinces 
because  of  ccanparatively  higher  incomes.  However  the  number  of  OAS 
recipients  needing  full  supplementation  has  declined  steadily  in  Qitario 
and  Canada  as  a  whole  since  1972.  The  total  receiving  any  supplementa- 
tion is  also  dropping.  Coring  the  period  shown  in  l^ble  33  the  guaran- 
tee levels  have  risen,  so  that  the  figures  do  not  represent  persons  with 
inccnie  below  the  same  amount  over  the  years.  The  OAS/GIS  guarantee  in 
April  1971  was  $1,620  (single)  and  $1,530  (couple,  each).  By  /^ril  1977 
the  figures  were  $2,929  and  $2,794  respectively. 

Table  32 

Average  Monthly  CPP  Retirement  Pension  by  Age  and 

Sex,  Canada,  Etecember  1978 


Monthly 

average 

Male 

Female 

(Dollars) 

65 

159.84 

107.01 

66 

151.66 

102.68 

67 

141.72 

96.47 

68 

131.35 

89.56 

69 

120.69 

82.32 

70 

111.27 

76.26 

71-74 

87.50 

61.25 

75  and  < 

over 

46.88 

35.33 

Average 

,  all 

ages 

107.19 

76.31 

Source 

Health  and 

Welfare  Canada, 

Canad 

a  Pension 

Plan 

Statistical  Bulletin, 

December  1978, 

Vol.  10,  Number  4,  Table  15,  p.  15. 

Table  33 

Proportion  of  QAS  Recipients  Receiving  GIS,  Canada  and  Ontario,  1971-77 


Receiving  GIS 


Full 


Partial 


Canada 

Ontario 

Canada 

Ontario 

Canada 

Ontario 

(Per 

cent) 

50.0 

42.0 

27.5 

19.1 

22.5 

22.9 

55.3 

46.8 

27.3 

19.6 

28.0 

27.1 

57.8 

49.4 

26.2 

19.1 

31.2 

30.4 

57.9 

49.6 

25.7 

18.2 

32.2 

31.4 

56.5 

48.5 

24.0 

16.9 

32.5 

31.6 

55.5 

47.2 

23.0 

15.7 

32.6 

31.5 

55.3 

46.6 

21.5 

14.3 

33.8 

32.3 

1971 
1972 
1973 
1974 
1975 
1976 
1977 


a  Fiscal  year  ending  March  31. 

Source  Statistics  Canada,  Social  Security  National  Programs,  1978,  Cat. 


86-201,  Table  1-4,  p.  35. 
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The  increases  in  income  which  are  responsible  for  a  decline  in 
nijmbers  requiring  income  supplementation  through  GIS  have  also  resulted 
in  declining  numbers  and  expenditures  for  Ontario's  GAINS  program,  v«hich 
guarantees  a  level  of  income  above  the  combined  OAS/GIS  maximum.  This 
decline  is  seen  in  Table  11  in  Chapter  3. 

There  are  many  ways  both  formal  and  informal  in  which  people  plan 
for  retirement  income. 

In  its  consumer  survey  the  Royal  Commission  asked  respondents  about 
expected  sources  of  retirement  income.  Responses  were  compared  with  the 
ways  in  which  respondents  were  actually  providing  for  retirement  income. 
All  respondents  were  asked:  "What  sources  of  retirement  income  do  you 
(did  you)  expect  to  have  when  you  retire(d)?"  In  total,  nineteen 
specific  ways  in  which  a  person  could  acquire  money  for  retirement 
income  were  read  to  the  respondents.  Results  for  the  eight  most 
mentioned  sources,  excluding  government  related  sources,  are  shown  in 
Table  34. 

Table  34 

Sources  of  Expected  Retirement  Income,  by  Tbtal  Family  Incotie 


Total 

family 

income 

Under 

$6,000- 

$10,000- 

•  $14,000- 

$20,000 

$6,000 

$9,999 

$13,999 

$19,999 

or  more 

Average 

(Per 

cent) 

Personally  owned 

hone 

52.6 

46.4 

59.8 

70.3 

75.9 

65.5 

Savings 

39.8 

49.2 

61.6 

60.1 

73.0 

61.9 

Company  employee 

pension 

19.2 

36.9 

52.3 

58.0 

61.6 

51.2 

Investment  income 

10.9 

20.2 

29.6 

36.6 

54.7 

38.9 

RRSPs 

3.9 

4.3 

19.7 

26.9 

41.9 

26.1 

Insurance  company 

annuities 

10.9 

7.5 

16.9 

20.5 

29.9 

21.3 

Post-retirement 

employment 

2.6 

6.9 

7.0 

16.5 

22.5 

13.6 

Inheritance 

2.6 

5.4 

6.4 

6.6 

18.1 

10.5 

Source  Royal  Commission  en  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey,  Questions  2a,  b,  c,  d. 

The  single  most  frequently  mentioned  source  of  retirement  income 
was  a  personally  owned  home  (average  65.5  per  cent).  A  house  as  a 
source  of  income  has  many  possibilities;  for  example,  the  retired  may 
live  rent-free,  sell  the  home  upon  retirement,  or  rent  part  or  all  of 
their  home  to  provide  income.  More  than  half  the  respondents  expected 
to  save  money  for  retirement,  and  an  additional  30.4  per  cent  stated 
that  they  expected  income  from  investments.  As  has  been  shown  else- 
where, expectations  rise  as  annual  incomes  rise,  and  most  expectations 
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of  those  in  the  35  to  54  age  group  were  marginally  higher  than  those  of 
younger  or  older  people  (Table  35). 

Table  35 

Sources  of  Expected  Retirement  Inccme  by  Age  Group 


Age  ' 

group 

18-34 

35-54 

55 

and  over 

Average 

(Per 

cent) 

Personally  owned  hone 

58.7 

73.3 

64.1 

65.5 

Savings 

62.5 

62.4 

61.0 

61.9 

Ccxrpany  eiiployee  pension 

50.3 

54.8 

48.4 

51.2 

Investinent  incorie 

39.1 

42.9 

34.4 

38.9 

RPSP 

27.1 

33.1 

18.3 

26.1 

Insurance  oonpany 

annuities 

27.4 

25.0 

11.5 

21.3 

Post- retirement  employment 

19.5 

15.4 

6.0 

13.6 

Inheritance 

15.7 

12.0 

3.8 

10.5 

Source  Royal  Commission  on   the  Status  of  Pensions  in  Qitario,  Consumer 
Survey.  Questions  2a,  b,  c,  d. 

When  expectations  were  broken  down  by  onployment  status,  very  few 
differences  vv^re  found  between  self-employed  and  employees  with  the  ex- 
ception of  anticipated  company  pensions.  The  high  incidence  of  self- 
employed  expecting  incanes  fran  voluntary  saving  reflects  the  lack  of 
planned  pension  incomes  for  this  group.  But  again,  all  segments  show  a 
majority  relying  on  a  personally  cwned  home. 

Later  on  in  the  questionnaire,  respondents  were  asked  how  they  v/ere 
actually  saving  for  retirement  inccsne  (Table  36).  As  expected,  a  per- 
sonally cwned  hone  was  very  high  on  the  list  of  ways  to  save  except 
among  those  currently  unemployed. 

When  expectations  and  actual  behaviour  in  respect  of  the  same  five 
sources  of  retirement  income  are  compared,  some  differences  emerge 
(Table  37).  In  some  instances,  expectations  exceed  reality.  For  ex- 
aitple,  savings  expectations  among  the  unemployed  were  high  (70.1  per 
cent),  but  only  57.3  per  cent  were  actually  saving.  On  the  other  hand, 
more  self-eirployed  were  saving  for  a  home  than  were  expecting  income 
from  this  source.  Basically,  the  retired  appeared  to  have  been  somewhat 
disappointed  in  their  expectations,  as  were  those  not  now  in  the  labour 
force,  except  for  their  cwn  home  and  savings.  Those  who  were  not  now 
saving  for  retirement  reported  generally  that  they  just  did  not  have 
income  available  to  put  aside  because  there  were  other  demands  on  their 
iToney. 
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Table  36 

Ways  in  Which  Respondents  Are  Now  Saving  for  Retirement (a) 


Personally 

Insurance 

owned 

coipany 

home 

Savings 

Investments 

RRSPs 

annuities 

(Per  cent) 

In  the  labour  force 

Self -enployed      75.4 

61.5 

46.7 

38.5 

27.0 

Employee          63 . 0 

60.8 

36.2 

27.7 

20.9 

Unenployed        34 . 4 

57.3 

22.9 

22.9 

20.1 

Not  in  the  labour 

force 

Retired         61.3 

61.3 

30.2 

13.3 

7.9 

Others          56.9 

46.9 

26.7 

13.6 

11.2 

Average           59.4 

57.4 

32.2 

21.3 

16,1 

a  Conpany  employee  pension  is  not  included  because  it  was  not  listed  as 
a  way  of  saving  in  this  question  and  was  explored  in  detail  elsewhere. 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey.  Question  2e  to  j. 


Table  37 

Comparison  of  Expected  and  Saved-for  Retirement  Income 


Not  in 

the 

In  the 

labour  force 

labour 
Retired 

force 

Self -enployed  Enployee  Unenployed 

Others 

(Per 

cent) 

(Per  cent) 

Personally  owned 

house 

Expect 

70.0 

68.0 

58.6 

55.8 

69.8 

Saving  for 

75.4 

63.0 

34.4 

61.3 

56.9 

Savings 

Expect 

63.3 

62.5 

70.1 

58.0 

64.0 

Saving  for 

61.5 

60.8 

57.3 

61.3 

49.9 

CoiTpany  eirployee 

pension 

Expect 

16.4 

59.6 

17.2 

51.9 

39.5 

Investments 

Expect 

53.3 

42.3 

32.8 

35.0 

36.1 

Saving  for 

46.7 

36.2 

22.9 

30.2 

26.7 

RRSPs 

Expect 

38.3 

32.4 

31.5 

10.9 

24.0 

Saving  for 

38.5 

27.7 

22.9 

13.3 

13.6 

Insurance  company 

annuities 

Expect 

23.3 

25.3 

28.7 

10.9 

19.0 

Saving  for 

27.0 

20.9 

20.1 

7.9 

11.2 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey.  Questions  2e  to  j. 
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Personally  Owned  House 

It  is  clear  that  a  personally  owned  home  is  the  most  expected 
source  of  retirement  incone  and  the  item  most  saved  for  before  retire- 
ment. While  most  people  do  not  actually  derive  income  from  a  house, 
none  the  less  they  consider  it  to  be  the  cornerstone  of  income  security 
in  retirement. 

Most  heads  of  household  age  65  and  over  in  Ontario  in  1976  lived  in 
owned  dwellings  (64.2  per  cent).  Of  these,  7.3  per  cent  reported  a  mort- 
gage on   the  property  compared  to  28.3  per  cent  of  the  total  population. 

In  the  Royal  Commission's  consumer  survey,  87.9  per  cent  of  the 
retired  stated  that  they  owned  or  were  purchasing  their  home,  and  10.3 
per  cent  lived  in  rented  accommodation.  Of  all  respondents,  81.4  per 
cent  stated  that  they  cwned  or  were  purchasing  their  home  and  16.3  per 
cent  lived  in  rented  accommodation. 

Many  briefs  to  the  Canmission  referred  to  the  importance  of  living 
in  one's  home.  Many  advocated  subsidies  or  reduced  taxes  to  enable  pen- 
sioners to  continue  living  at  home.  It  should  also  be  kept  in  mind  that 
relatively  few  people  age  65  and  over  are  institutionalized. 

One  proposal  aimed  at  making  a  dwelling  incone-producing  is  that  of 
a  "reverse  mortgage."  Under  a  reverse  mortgage,  the  lender  would  pay  the 
borrower  a  monthly  sum  based  on  a  percentage  of  the  value  of  the  equity 
in  the  property.  Repayment  would  be  made  from  estate. (38) 

Insurance  Conpany  Annuities 

Insurance  companies  sell  hxith  group  annuity  and  individual  annuity 
contracts.  Most  group  annuities  are  registered  pension  plans,  and  some 
individual  annuities  are  in  registered  plans  as  "Individual  Pension 
Policy  Trusts."  Other  annuity  contracts  are  not  included  in  any  of  the 
categories  mentioned  above.  They  may  be  bought  by  individuals  fron  per- 
sonal savings,  free  the  proceeds  of  insurance  policies  or  fron  severance 
awards  v^en   they  leave  employment. 

Total  annuity  payments  from  insurance  companies  to  Canadians  in 
1977  amounted  to  $759  million.  The  premium  income  for  annuities  was 
$1,919  million,  of  which  46  per  cent  was  individual  and  54  per  cent 
group.  According  to  Inccme  T^x  statistics,  $319  million  of  annuity  in- 
cones  was  shown  on  tax  returns  for  the  1976  taxation  year,  apart  from 
pension  or  superannuation  incone. 

Other  Savings 

People  save  for  retirement  in  many  ways  other  than  through  formal 
employment  pension  plans  and  other  registered  savings  arrangments. 
People  look  to  their  homes  for  security  and  have  personal  savings  as 
well.  Many  people  rely  mainly  on  their  own  business.  Only  17.9  per 
cent  of  respondents  in  the  consumer  survey  were  not  saving  or  had  not 
saved  for  retirement.  The  reason  for  not  saving  was  predoninately  lack 
of  money  (62.5  per  cent)  although  22.9  per  cent  said  they  never  had 
thought  about  retirement.  The  latter  accounted  for  37  per  cent  of  the 
18-34  age  group,  but  only  8  per  cent  of  the  35-54  age  group  and  6.4  per 
cent  of  those  55  and  over. 

103 


Attitudes  About  Income 

As  for  levels  of  income,  respondents  were  asked  how  much  money 
ought  to  be  provided  to  persons  65  and  over.  The  question  was  as 
follows: 

"17(a)  By  today's  standards,  vs^iat  do  you  feel  is  the  minimum  total 
monthly  income  that  would  be  adequate  for.... 

One  person  over  65,  living  alone  

Two  people  over  65,  living  together  " 


The  range  of  figures  suggested  by  all  respondents  according  to  sev- 
eral factors  is  interesting.  In  suggesting  amounts  of  $536  per  month  for 
a  single  person  and  $798  per  month  for  a  couple,  the  retired  segment  is 
somewhere  in  the  middle  of  the  spectrum.  Since  they  are  the  ones  living 
in  the  real  world  of  retirement  the  figures  cited  may  well  approximate 
their  current  needs.  Other  levels  are  compared  with  those  suggested  by 
the  retired  in  Table  38. 

It  is  noteworthy  that  in  the  responses  shown  in  Table  38  the  esti- 
mate for  a  couple  at  no  time  is  double  that  for  a  single  person.  Living 
alone  obviously  is  seen  as  relatively  more  expensive. 

A  further  question  in  the  survey  asked  if  government  assistance  to 
persons  over  65  should  increase.  While  11.8  per  cent  of  the  retired  re- 
spondents did  not  know  or  did  not  reply,  60.1  per  cent  said  it  should 
increase,  but  a  surprising  28.1  per  cent  felt  it  should  not.  When  asked 
about  the  adequacy  of  the  current  monthly  CPP  maximum  retirement  pension 
($194.44  at  the  time  of  the  survey),  43.8  per  cent  of  the  retired  felt 
the  amount  was  too  low,  but  41.8  per  cent  felt  it  was  about  right  and 
1.8  per  cent  felt  it  was  too  high;  12.6  per  cent  did  not  answer  or  did 
not  know. 

Respondents  were  told  the  total  amount  of  current  incone  guarantee 
levels  from  OAS/  GIS/GAINS  and  asked  if  they  should  be  increased:  re- 
sponses by  work-force  status  were  as  follows: 


In 

Not  in 

Retired 

labour  force 

labour  force 

Unenployed 

(Per 

cent) 

Yes 

60.1 

66.6 

59.1 

74.2 

No 

28.1 

27.5 

29.1 

22.9 

Don't  know/ 

did  not  state 

11.8 

5.9 

11.8 

2.9 

However,  when  later  a  general  question  was  asked  whether  "govern- 
ment assistance"  to  persons  over  65  should  be  increased,  the  following 
results  emerged: 


In          Not  in 

Retired 

labour  force   labour  force 
(Per  cent) 

Unenployed 

Yes 

72.5 

79.3          71.5 

82.8 

No 

14.2 

13.9          16.9 

17.2 

Don't  know/ 

did  not  state 

13.3 

6.8          11.6 

— 
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These  latter  responses  are  understandable  in  the  light  of  a 
follow-up  question  which  asked  whether  such  assistance  should  be  in 
terms  of  noney,  subsidized  services  or  both.  While  money  was  obviously 
the  more   important  there  is  sizeable  support  for  the  idea  of  services: 


In 

Not  in 

Retired 

labour  force 

labour  force 

Unemployed 

(Per 

cent) 

Money 

63.0 

56.2 

62.5 

61.9 

Services 

34.5 

39.5 

34.7 

31.2 

Both 

.8 

3.6 

2.8 

6.9 

Don't  know/ 

did  not 

state 

1.7 

.7 

- 

- 

Table  38 

Average  Monthly  Income  Considered  Adequate  for  One  and  IVo  Persons  Over 

65,  by  Segment  Responding 


One  person 

Two  persons 

Per  cent 

Adequate 

Per  cent 

Adequate 

responding 

anount 

responding 

amount 

(Dollars) 

(Dollars) 

Retired 

82.8 

536 

83.4 

798 

Total 

89.2 

517 

89.5 

786 

City  size 

500,000  and  over 

84.4 

549 

84.7 

820 

100,000-499,999 

92.7 

500 

93.3 

768 

10,000-  99,999 

92.8 

526 

92.8 

808 

Under  10,000 

90.4 

487 

90.8 

746 

Age 

18-34 

93.5 

481 

93.5 

740 

35-54 

87.9 

547 

88.5 

824 

55  and  over 

86.3 

523 

86.7 

793 

Sex 

Male 

91.1 

541 

91.3 

824 

Female 

87.3 

490 

87.8 

744 

Marital  status 

Never  married 

90.5 

480 

89.8 

733 

Now  married 

89.0 

527 

89.7 

798 

Widowed,  divorced. 

separated 

88.5 

505 

88.5 

778 

Inconrte 

Under  $6,000 

94.3 

450 

93.0 

745 

6,000-  9,999 

92.5 

498 

92.5 

731 

10,000-13,999 

95.3 

502 

95.3 

759 

14,000-19,999 

91.9 

550 

92.4 

809 

20,000  and  over 

92.8 

544 

93.1 

819 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  Consumer 
Survey 
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There  is  obviously  some  ambivalence  in  attitudes  to  pensions  from 
public  sources  and  their  role  in  the  income  of  the  retired.  Since  the 
present  generation  of  retired  persons  is  so  dependent  on  pensions  from 
government,  their  expectations  of  levels  of  income  imy  understandably  be 
heightened.  We  know  from  the  analysis  of  the  retired  respondents  to  the 
Consumer  Survey  that  48.1  per  cent  do  not  have  an  enployment  pension  and 
86.7  per  cent  had  not  invested  in  an  RRSP. 

The  absence  of  employment  pension  sources  and  the  consequent  heavy 
reliance  on  publicly-supported  retirement  incone  plans  is  a  major  dis- 
tinguishing feature  of  today's  retired  population. 

Expenditures 

Patterns  of  family  expenditure  may  be  expected  to  vary  with  age, 
partly  as  a  consequence  of  changing  responsibilities,  health,  interests, 
and  activities.  Most  important  in  the  present  context,  however,  is  the 
effect  of  changes  in  income  on  the  type  as  well  as  the  total  amount  of 
spending  by  the  elderly.  Since  the  incomes  of  those  aged  65  and  over 
are  generally  reduced  by  retirement,  declining  health,  or  widowhood,  a 
higher  proportion  is  spent  on  the  necessities  of  life  and  relatively 
less  on  other  goods  and  services.  For  low  income  families  of  all  ages, 
differences  in  the  budget  pattern  are  most  obvious,  as  will  be  seen  fron 
the  last  column  in  Table  39.  This  table  includes  comparative  data  for 
unattached  individuals  aged  65  and  over  and  for  iiBrried-couple  families 
in  which  the  head  is  65  or  over.  Food,  shelter,  and  clothing  are  the 
items  chosen  for  this  comparison;  the  same  three  items  in  family  budgets 
are  used  by  Statistics  Canada  in  determining  its  "low  incone  cut-off." 

Table  39 

Major  Expenditure  Patterns,  Selected  Family  Categories, (a)  1974 


Unattached 

Married 

individuals 

couples 

Low 

All 

families 

All 

65+ 

head  65+ 

income (b) 

(Per 

cent  of 

incone ) 

Food 

17.2 

17.0 

22.9 

21.6 

30.9 

Shelter 

15.0 

19.6 

29.8 

18.8 

23.4 

Sub-total 

32.2 

36.6 

52.7 

40.4 

54.3 

Clothing 

7.1 

5.7 

5.5 

6.0 

7.2 

Total 


39.3 


42.3   58.2 


46.4 


61.5 


a  "Family"  includes  one  financially  independent  individual  living 

alone, 
b  "Low  income"  defined  in  Statistics  Canada,  Income  Distributions  by 

Size  in  Canada,  1974,  Cat.  13-207,  pp.    17-18. 
Source  Statistics  Canada,  Urban  Family  Expenditure,  1974,  Cat.  62-544, 
Occasional,  Tables  2,  3,  4,  and  36. 
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Elderly  unattached  individuals  were  found  to  spend  52.7  per  cent  of 
their  budgets  for  food  and  shelter  and  5.5  per  cent  for  clothing  -  a 
total  of  58.2  per  cent,  only  slightly  lower  than  the  percentage  for  the 
group  defined  as  low  incone  (61.5  per  cent).  For  all  unattached  indi- 
viduals the  allocation  was  36.6  per  cent  for  food  and  shelter  and  5.7 
per  cent  for  clothing  -  a  total  of  42.3  per  cent. 

Families  consisting  of  a  married  couple,  one  aged  65  or  over,  with 
or  without  other  family  members,  spent  40.4  per  cent  on  food  and  shelter 
and  6  per  cent  for  clothing  for  a  total  of  46.4  per  cent  -  higher  than 
for  all  family  units  (39.3  per  cent)  or  for  all  unattached  individuals 
(42.3  per  cent) . 

Shelter  costs,  it  will  be  seen,  are  a  disproportionately  large  item 
in  the  budget  of  unattached  individuals  65  and  over;  29.8  per  cent  com- 
pared with  19.6  per  cent  for  all  unattached  individuals,  18.8  per  cent 
for  elderly  married  couples,  and  23.4  per  cent  for  all  low  income  fami- 
lies. With  food  accounting  for  only  moderately  more  than  the  share  spent 
by  elderly  couples,  single  persons  living  alone  were  most  clearly  disad- 
vantaged by  not  sharing  accommodation  and  -  to  some  extent  at  least  -  by 
a  generally  lower  incidence  of  home  ownership. 

Not  surprisingly,  the  over-65  group  has  a  distinctly  higher  tend- 
ency to  use  current  income  for  current  consumption.  Figures  from  the 
same  1974  survey,  shown  in  Table  37  tell  us  that,  while  the  overall 
average  spent  en  current  consumption  was  74.5  per  cent,  the  percentage 
for  unattached  individuals  65  and  over  was  86.7;  and  for  elderly  couples 
it  was  80.3.  While  most  of  the  difference  is  accounted  for  by  the  lower 
personal  taxes  paid  by  older  persons,  it  is  significant  that  the  propor- 
tion of  inccsTie  going  to  "security"  (insurance,  savings)  is  also  much 
lower  for  the  65  and  over  group;  compared  with  an  overall  average  of  5 
per  cent,  the  security  allocation  was  only  2.9  per  cent  for  elderly  mar- 
ried couples  and,  for  unattached  individuals  65  and  over,  it  was  .5,  or 
one-tenth  of  the  figure  for  all  family  units.  It  is  also  of  interest 
that  the  older  groups  reported  higher  than  average  shares  of  income 
going  to  "gifts  and  contributions." 

Table  40 

Non-Consunption  Expenditures  by  Selected  Family  Categories,  1974. 


Unattached 

Married 

individuals 

couples : 

All  families 

65  and  over 

head  65+ 

Current  oonsunption 

Personal  taxes 

Security 

Gifts  and  contributions 

Total  expenditures 


(Per  cent  of  incone) 

74.5 

86.7 

80.3 

18.4 

7.5 

12.8 

5.0 

.5 

2.9 

2.1 

5.3 

4.0 

100.0 


100.0 


100.0 


Source  Statistics  Canada,  Urban  Family  Expenditure,  1974,  Cat.  62-544, 
Occasional,  Tables  3  and  4. 
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Results  of  the  family  expenditure  survey  cited  here,  v\^ile  applica- 
ble only  to  major  urban  centres,  are  not  necessarily  unrepresentative  - 
especially  as  to  comparisons  of  the  older  population  and  all  families. 
First,  food  prices  are  not  necessarily  lower  in  smaller  urban  centres  or 
rural  areas,  and  the  same  applies  to  clothing.  Second,  the  prevalence 
of  significantly  lower  shelter  costs  in  an  area  (rents  and  home  owner- 
ship costs)  usually  accompanies  lower  average  incones.  Consequently  it 
is  reasonable  to  regard  the  major  budget  differences  revealed  in  Tables 
39  and  40  as  reflecting  the  spending  patterns  generally  of  older  indi- 
viduals and  married  couples  in  relation  to  those  of  all  families. 

In  social  security  planning  it  is  relevant  that  family  expenditure 
in  the  over-65  group  is  characterized  by  a  pronounced  bias  toward  the 
basic  necessities  as  opposed  to  more  or  less  discretionary  types  of 
spending.  It  is  also  important  to  observe  that  unattached  individuals 
65  and  over  pay  more  than  half  again  as  much  for  shelter  as  do  those  in 
other  categories.  The  extra  cost  represents  11.1  per  cent  of  income 
when  compared  with  shelter  expenditure  of  elderly  rrarried  couples  (29.8 
as  opposed  to  18.8). 

Finally,  it  is  of  some  economic  significance  that  more  of  the  in- 
come of  the  elderly  is  used  for  current  consumption.  That  is,  there  is 
a  comparatively  high  likelihood  that  an  additional  dollar  of  income  to 
persons  in  the  over-65  group  will  flow  immediately  into  the  demand 
stream  for  goods  and  services.  This  propensity  to  consume  (more  prop- 
erly expressed  as  a  ratio  of  consumption  to  disposable  income),  together 
with  the  observed  pattern  of  spending  by  the  elderly,  may  be  taken  into 
account  by  governments  frcsn  time  to  time  \^^en  framing  stimulative  fiscal 
measures . 
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Chapter  5 

Retirement  Income  in  Ontario 
from  Government  Programs 


THE  NATURE  OF  SOCIAL  SECURITY 

"Social  security"  denotes  a  course  taken  by  government  to  protect 
members  of  society  as  a  v^^ole  against  certain  evils  deemed  to  be  such 
that  only  collective  government  action  can  deal  with  them  effectively. 
Canada's  social  security  for  the  elderly  has  three  distinct  elements: 

-  A  universal  feature  provided  by  the  Old  Age  Security  pension 
(GAS)  paid  to  all  Canadians  at  age  65  who  fulfill  the  residency 
requirements. 

-  A  welfare  feature  provided  by  the  Guaranteed  Income  Supplement 
(CIS)  and  other  federal  and  provincial  programs  vvhich  provide  a 
guaranteed  annual  incone  to  the  elderly  who  have  little  or  no 
other  incoTie. 

-  A  social  insurance  feature  provided  by  the  Canada  Pension  Plan 
where  income  in  retirement  is  based  on  lifetime  earnings  and 
contributions  are  made  by  almost  all  employers  and  workers. 

The  first  element,  the  OAS  pension,  may  be  found  alone  or  in  com- 
bination. With  the  welfare  or  income-tested  programs  it  provides  a 
minimum  income  for  the  needy  elderly.  With  the  social  insurance  program 
(CPP)  it  provides  a  basic  retirement  income  for  all  workers.  Both 
combinations  are  intended  to  achieve  certain  income  goals:  a  minimum 
guarantee  in  the  case  of  the  OAS-^^;elfare  combination;  and,  for  OAS-CPP 
(as  originally  designed)  40  per  cent  of  pre-retirement  earnings  at  the 
industrial  average  level. 
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Beyond  the  income  levels  provided  by  these  measures,  people  must 
look  to  private  arrangements  including  employment  pension  plans.  Regis- 
tered Retirement  Savings  Plans,  personal  savings,  and  (for  some)  contin- 
ued enployment. 

How  effectively  the  incone  goals  are  met  will  be  discussed  toward 
the  end  of  this  chapter  and  in  the  following  chapter  (Adequacy).  First, 
it  is  necessary  to  examine  the  ways  in  which  the  three  social  security 
elements  have  been  expressed  in  legislation,  federal  and  provincial. 

The  Universal  Feature 

The  Old  Age  Pension  became  a  fixed  amount  without  a  means  test  in 
1952  and  has  been  a  universal  payment  since  that  time.  This  universal 
approach,  adopted  after  the  Second  World  War  in  a  time  of  economic 
growth,  was  a  major  departure  in  social  security  thinking.  Canada  is 
one  of  very  few  countries  to  adopt  such  an  approach.  Originally  fi- 
nanced in  part  by  an  earmarked  Old  Age  Security  tax  (discontinued  in 
1972)  the  pension  came  to  be  regarded  as  a  benefit  individuals  had  paid 
for  and  therefore  would  receive  as  a  matter  of  right  on  attaining  a 
specified  age. 

Over  the  years,  the  universal  feature  of  Old  Age  Security  has  been 
questioned  on  two  grounds:  first,  that  it  is  wasteful  to  give  the  pen- 
sion to  those  v\^o  have  no  need  of  state  assistance;  and  second,  that 
removal  of  this  feature  would  make  more  money  available  to  help  those 
who  do  need  support.  The  second  viewpoint,  reflected  in  recent  po- 
sitions taken  by  the  Senate  CoTrmittee  on  Poverty  and  the  Canadian  Coun- 
cil on  Social  Development,  would  seem  to  suggest  the  need  for  review  of 
the  entire  system  of  social  security  for  Canadians  of  all  ages.  Until 
that  can  be  undertaken,  the  Commission  feels  that  the  universal  OAS  must 
be  regarded  as  a  necessary  component  of  government  programs  for  the 
elderly. 

To  remove  the  universal  feature  of  OAS  would  involve  more  than 
simply  canbining  it  with  CIS  in  an  income-tested  program.  Using  current 
amounts,  that  would  mean  an  inclusive  guarantee  of  $332.18  for  a  single 
person,  and  $613.88  for  a  married  couple  v^^ere  both  are  eligible.  Given 
the  necessary  technical  revisions,  this  change  would  have  no  immediate 
effect  on  the  inccanes  of  those  presently  receiving  a  supplement;  but  it 
would  remove  fron  government  pension  rolls  a  significant  number  of  the 
44.7  per  cent  (1977-78)  now  entitled  to  OAS  payments  only.  Of  the 
latter,  however,  many  would  continue  to  qualify  for  all  or  a  portion  of 
the  OAS  equivalent,  and  the  direct  savings  therefore  would  be  somewhat 
less  than  the  gross  figures  would  suggest.  The  net  saving  to  society  as 
a  v\tiole  v/ould  depend  on  the  outcome  of  a  multitude  of  consequential 
adjustments  to  programs  which  at  present  assume  the  availability  of  OAS 
pensions  at  age  65.  While  it  is  difficult  to  foresee  the  nature  and 
scope  of  those  adjustments  -  in  employment  pension  plans  as  well  as  in 
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government  programs  -  it  is  clear  that  they  would  be  extensive  and 
costly. 

Elimination  of  the  OAS  as  a  universal  pension  would  necessitate  a 
major  revision  of  the  Canada  Pension  Plan,  assuming  its  original  objec- 
tive: a  basic  retirement  income  of  40  per  cent  of  earnings  at  the 
industrial  average  level.  Based  on  the  universal  OAS  component,  that 
objective  is  to  be  achieved  with  a  CPP  benefit  rate  of  25  per  cent. 
Without  CftS  the  CPP  rate  would  have  to  be  40  per  cent.  Furthermore,  the 
increased  benefit  rate  would  have  to  be  applied  retrospectively  (or  the 
OAS  phased  out  over  a  fairly  lengthy  period)  in  order  to  maintain  some 
semblance  of  equity  among  groups  of  contributors  and  taxpayers.  The 
additional  cost,  viiether  met  by  increased  contributions  or  from  general 
revenues,  would  offset  a  large  part  of  the  saving  in  GAS  expenditures  as 
such. 

One  option  might  be  to  replace  OAS  with  a  minimum  pension  under  the 
Canada  Pension  Plan,  as  we  find  in  the  U.S.  social  security  program 
($122  per  month  at  present).  To  accomplish  such  a  change  equitably, 
however,  would  mean  changing  the  entire  relationship  between  contribu- 
tions and  benefits  in  the  CPP.  In  principle  there  would  be  little  dif- 
ference between  a  CPP  minimum  pension,  available  to  everyone  at  a  given 
age  regardless  of  work-force  participation,  and  the  universal  OAS  pen- 
sion. It  could  prove  more  costly,  however,  if  the  amount  payable  on 
retirement  were  linked  to  the  YMPE  rather  than  consumer  prices. 

The  presence  of  a  minimum  pension  in  the  U.S.  social  security  leg- 
islation (OASDI)  reflects  a  somewhat  different  constitutional  basis  for 
social  legislation  in  the  United  States.  That  country  has  been  able  to 
achieve  a  high  degree  of  integration  of  programs  at  the  federal  level , 
embracing  not  only  pension  measures  but  also  provisions  for  unemployment 
insurance,  health  insurance,  public  assistance,  and  children's  services. 
Contrasting  sharply  with  that  is  Canada's  decentralized  approach,  in 
which  many  comparable  programs  are  either  entirely  within  the  competence 
of  the  provinces  or  at  least  variable  as  to  content  and  administration 
under  cost-sharing  agreements.  This  conpartmentalization  offers  a  rela- 
tively high  degree  of  flexibility:  one  component  of  the  system  may  be 
improved  without  simultaneously  changing  others.  At  the  same  time  it 
makes  it  unnecessary  for  one  program,  CPP  in  this  case,  to  accommodate 
objectives  that  are  more  appropriate  to  other  components.  Thus,  while 
OASDI  may  incorporate  minimum  pensions  in  order  to  satisfy  certain 
requirements  of  social  adequacy,  it  does  not  follow  that  the  CPP  should 
do  so.  If  it  were  decided  that  the  Old  Age  Security  pension  should  no 
longer  be  universal,  its  welfare  function  -  logically  -  would  be  taken 
up  by  a  program  or  programs  of  income  supplements. 

Public  acceptance  of  universality  in  Old  Age  Security  should  not  be 
discounted.  Adoption  of  CAS  legislation  and  its  implementation  in  1952 
represented  a  much-desired  break  with  the  tradition  of  public  charity  as 
symbolized  by  the  earlier  means-tested  pension.  Henceforth,  Canadians 
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were  to  be  entitled  to  a  pension  in  old  age  simply  as  a  recognition  of 
their  participation  in  the  life  of  the  nation.  To  reinforce  the  new 
view  that  the  QAS  pension  was  to  be  received  as  a  matter  of  right,  it 
was  financed  for  seme  years  by  earmarked  taxes  on  personal  and  corporate 
incones  and  a  portion  of  the  federal  sales  tax.  These  developments 
continue  to  influence  the  attitudes  of  a  great  many  people  toward  gov- 
ernment pensions.  To  abandon  QftS  universality  at  this  stage  would  be 
widely  regarded  as  a  serious  breach  of  faith;  and  that  public  reaction 
would  undermine  the  credibility  of  any  associated  program  to  reform  the 
system  of  social  security. 

On  the  positive  side,  the  universal  OAS  pension  gives  everyone  an 
opportunity  to  participate  in  social  security,  regardless  of  income  and 
regardless  of  whether  or  how  long  they  may  have  loeen  in  the  labour 
force.  Apart  from  proof  of  age  and  residence  at  the  time  of  an  initial 
application,  there  is  no  recourse  to  elaborate  formulas  or  records;  nor 
is  the  pension  affected  by  fluctuations  in  income.  For  those  who  may 
need  assistance,  now  or  later,  their  status  as  OAS  pensioners  provides 
ready  access  to  income  supplements;  it  also  gives  them  access  to  a 
number  of  subsidies,  exemptions,  and  privileges  that  are  extended  to  the 
elderly  by  both  public  and  private  organizations. 

Finally,  it  must  be  remembered  that  the  OAS  pension,  unlike  bene- 
fits based  on  need,  is  not  cnly  taxable  as  any  other  income  but  cannot 
be  considered  for  the  pension  income  deduction  (currently  $1,000).  In 
other  words  the  pension  is  partially  recovered  from  those  who  enjoy 
better- than-average  incomes . 

In  summary,  the  universal  Old  Age  Security  pension  serves  as  the 
keystone  of  Canadian  social  security  for  the  elderly;  it  could  not  be 
removed  without  first  redesigning  the  entire  structure,  ^art  fron  that, 
it  represents  to  the  general  public  an  essential  expression  of  concern 
for  all  the  older  members  of  society.  For  purposes  of  this  study, 
therefore,  the  Commission  has  accepted  the  universal  OAS  component  as  a 
continuing  feature  of  social  security  for  the  older  population. 

The  Welfare  Feature 

As  we  have  seen,  the  welfare  components  of  social  security  have 
been  designed  as  supplements  to  the  OAS  pension.  All  are  made  available 
on  the  basis  of  need  as  measured  by  family  income,  and  access  is  pro- 
vided primarily  through  individual  enrolment  in  OAS  on  attainment  of  age 
65.  TWO  of  the  supplements  are  federal:  the  Guaranteed  Income  Supple- 
ment (CIS)  and  the  Spouse's  Allowance,  the  latter  for  spouses  aged  60  to 
65  of  Gf^  pensioners.  Additional  benefits  are  available  under  six  pro- 
vincial programs  including  Ontario's  Guaranteed  Annual  Income  System 
(GAINS),  with  income  guarantees  that  are  somewhat  higher  than  those 
established  at  the  federal  level.  Other  benefits  related  to  need  or 
variable  according  to  income  are  provided  under  federal  and  provincial 
measures  relating  to  income  tax,  housing,  and  health  services. 
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No  serious  disagreement  is  apparent  concerning  the  principle  of 
government  assistance  to  the  needy.  An  underlying  public  consensus  as 
to  the  need  for  a  collective  approach  to  econanic  security  was  evident 
before  World  War  II,  and  has  been  expressed  most  clearly  since  then  in 
the  growth  of  programs  designed  specifically  for  the  older  population. 
This  emphasis  on  assistance  to  the  elderly  has  been  noted  by  the  Eco- 
ncxnic  Council  of  Canada,  v^^ich  found  that,  by  1975,  payments  under  OAS, 
CIS,  and  CPP/QPP  accounted  for  34.6  per  cent  of  all  social  security 
transfers,  compared  to  26.1  per  cent  for  unemployment  insurance,  16.3 
per  cent  for  family  and  youth  allowances,  14  per  cent  for  the  Canada 
Assistance  Plan,  and  9  per  cent  for  other  programs.  A  study  prepared 
for  the  Council  also  demonstrated  that  the  OAS,  CIS,  and  CPP/QPP  pro- 
grams were  progressive  rather  than  regressive  in  their  net  effect  on 
incoTie  distribution.  (1) 

Expenditures  on  income  supplements  for  the  elderly  may  be  expected 
to  decline  gradually  as  the  number  of  CPP  recipients  grows  in  relation 
to  the  total  population  65  and  over.  At  its  inception  in  1967,  CIS  was 
seen  as  a  largely  temporary  expedient  to  assist  people  who  had  retired 
or  would  retire  with  little  if  any  entitlement  to  CPP  benefits,  includ- 
ing those  v^ose  pensions  would  be  only  fractional  on  retirement  during 
the  ten-year  transitional  period,  1967  to  1975.  Although  still  an  im- 
portant source  of  retirement  incane  for  persons  in  low-wage  occupations 
or  outside  the  regular  labour  force,  supplements  will  be  increasingly 
displaced  by  CPP  income;  and  that  tendency  will  be  more  pronounced  if 
the  future  brings  higher  rates  of  employment  and  labour  force  participa- 
tion (especially  by  women),  expansion  of  work  opportunities  for  older 
workers,  and  any  significant  extension  of  anployment  pension  plans. 

While  considering  the  general  role  of  income  supplements,  it  should 
be  noted  that  the  provincial  GAINS  performs  an  important  additional 
function  by  covering  persons  v^o  cannot  meet  the  residence  requirements 
for  OAS  and  CIS  but  have  the  necessary  minimal  residence  in  Ontario. 
Incone  guarantees  under  GAINS  (January,  1980)  are  $371.06  for  a  single 
person  and  $722.12  for  a  couple. 

The  Social  Insurance  Feature 

Both  the  Canada  Pension  Plan  and  unemployment  insurance  are  appli- 
cations of  a  social  insurance  strategy  to  selected  areas  within  the 
general  framework  of  social  security.  This  approach  borrows  from  the 
insurance  industry  certain  methods  and  terminology,  but  adapts  them 
according  to  the  desired  social  objectives.  In  Canadian  practice  the 
principal  social  objective  is  incone  replacement  in  the  event  of  spe- 
cific occurrences  that  are  beyond  the  individual's  control:  unemploy- 
ment, including  limited  periods  of  illness  and  pregnancy;  and,  in  the 
Canada  Pension  Plan,  loss  of  earnings  as  a  consequence  of  retirement, 
long-term  disability,  and  death. 
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In  some  sense  the  tenn  "social  insurance"  involves  elements  which 
are  irreconcilable.  The  "social"  aspect  in  the  CPP  design  is  found  in 
some  features  of  a  "welfare"  nature:  the  weighting  of  benefits  in 
favour  of  the  lower-paid  worker,  for  example,  and  the  relatively  favour- 
able treatment  of  surviving  spouses  who  have  dependent  children  or  are 
over  age  45.  In  a  nore  general  sense,  disability,  death,  and  survivor 
benefits  are  sonetimes  considered  welfare  features  as  distinguished  from 
those  expressly  related  to  retirement  income.  The  "social"  aspect  is 
also  apparent  in  the  structural  design  which  makes  participation  manda- 
tory for  virtually  all  employed  and  self-employed  workers.  Voluntary 
participation  is  not  permitted,  nor  are  individuals  allowed  to  "buy" 
more  or  less  protection  than  the  law  stipulates.  Also  because  of  its 
social  role  the  plan  departs  in  various  ways  from  a  strict  contribution/ 
benefit  relationship;  and  it  onploys  a  funding  approach  that  is  possible 
only  in  a  government-operated  program. 

On  the  other  hand  in  its  "insurance"  aspect  the  CPP  is  designed  to 
be  self-supporting;  benefits  are  financed  by  contributions  from  those 
covered  and  their  employers,  without  subsidization  from  general  reve- 
nues. The  insurance  characteristic  is  also  to  be  found  in  the  varia- 
bility of  benefit  amounts  according  to  earnings  and  contributions,  in 
the  absence  of  a  retirement  test  for  pensions  at  age  65,  and  in  the  lack 
of  any  offsets  for  other  incone.  To  this  extent  it  can  be  said  that  the 
plan  is  concerned  with  "individual"  benefits  rather  than  "social" 
benefits. 

If  the  CPP  is  looked  at  alone  one  could  argue  that  its  "social"  and 
"insurance"  elements  are  at  odds.  However  the  Canmission  does  not  see 
the  CPP  emphasis  on  individual  benefits  as  a  disregard  for  social  ade- 
quacy hxjt  rather  that  the  CPP  as  social  insurance  is  intended  to  play  an 
important  role  in  achieving  an  acceptable  level  of  adequacy  of  retire- 
ment incone.  Under  the  CPP  there  is  no  explicit  consideration  of  peo- 
ple's need  for  retirement  incone;  but  a  basic  need  is  assumed,  and  the 
OAS-CPP  combination  is  designed  to  meet  that  need.  Similarly,  those  v*io 
beccjne  totally  disabled  or  who  die  and  leave  dependents  are  assumed  to 
require  at  least  a  minimum  of  replacement  incone;  and  it  is  that  basic 
protection  which  CPP  provides,  rather  than  any  defined  level  of 
adequacy. 

Social  adequacy  as  an  objective  is  not  pursued  by  the  Canada  Pen- 
sion Plan  in  isolation,  but  through  a  structure  of  social  security 
within  v^iich  the  CPP  performs  a  well-defined  function.  CPP  benefits 
(and  OAS  pensions)  are  not  expected  to  meet  the  income  needs  of  their 
recipients  in  any  precise  manner;  and  indeed  it  is  assumed  that  roost 
will  have  incone  fron  employment  pension  plans,  savings,  and  other  pri- 
vate arrangements.  For  those  \^ose  income  falls  below  a  given  level, 
however,  support  is  to  be  provided  through  other  government  programs  and 
is  to  be  addressed  to  their  particular  incone  requirements. 
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Of  the  several  social  security  components,  then,  the  Canada  Pension 
Plan  is  unique  in  the  role  of  ensuring  a  degree  of  continuity  between 
pre-retirement  and  post-retirement  income.  As  was  intended,  it  fills 
part  of  the  gap  that  was  not  being  bridged  by  employment  pension  plans 
and  perhaps  never  would  have  been  bridged  satisfactorily;  and  it  stands 
in  place  of  alternative  solutions,  such  as  Qitario's  proposed  mandatory 
plan  (1962-63),  which  would  have  created  an  extension  of  pension  cover- 
age under  private  rather  than  public  auspices. 

An  understanding  of  the  place  of  the  CPP  in  social  security  may  be 
more  complete  if  the  plan  is  viewed  in  relation  to  employment  pension 
plans  and  other  vehicles  v^ich  utilize  current  earnings  to  make  provi- 
sion for  retirement  income.  Those  private  arrangements  are  linked, 
through  favourable  tax  treatment  and  other  forms  of  encouragement,  to 
the  social  security  system  as  represented  by  C^S,  CPP,  and  the  supple- 
mental programs.  In  effect,  the  CPP  when  combined  with  the  universal 
OAS  pension  minimizes  the  need  for  transfer  payments  geared  specifically 
to  social  adequacy.  To  put  it  another  way,  social  insurance  serves  to 
reduce  the  welfare  role  of  government. 

The  balance  of  this  chapter  describes  in  detail  the  individual  pro- 
grams constituting  Canada's  social  security  for  the  elderly,  as  well  as 
other  benefits  and  arrangements  provided  by  government. 


DESCRIPTION  OF  GOVERNMEHSIT  PROGRAMS 

This  section  will  focus  on  cash  transfer  programs  provided  by  gov- 
ernments; tax  credits,  subsidies,  and  other  benefits  will  be  discussed 
in  a  later  section.  Throughout  this  chapter  reference  will  be  made  to 
the  different  eligibility  tests  applied  to  the  programs.  The  four  most 
conmon  are  "means,"  "needs,"  "inccme,"  and  "earnings."  As  applied  in 
various  programs  these  terms  have  the  following  meanings: 

Means  test  -  a  measurement  of  assets,  v^ether  income-producing  or 
otherwise,  such  as  house,  car,  savings,  stocks  and  bonds.  Benefits 
are  determined  on  the  assumption  that  some  assets  could  be  liqui- 
dated to  provide  additional  incone.  Such  a  test  was  applied  to  the 
original  Old  Age  Pension  and  to  early  social  assistance  benefits. 
It  has  largely  fallen  into  disuse  because  it  was  associated  with 
invasion  of  privacy  and  subjective  judgment  by  the  authorities. 
Today  it  is  felt  that  considerable  stigma  attaches  to  a  means  test. 

Needs  test  -  a  measurement  of  deficiency  of  resources  in  relation 
to  a  standard  drawn  up  by  the  funding  authorities,  for  such  items 
as  lodging,  food,  clothing,  fuel,  and  transportation.  The  test  is 
used  in  provincial  welfare  programs,  and  is  required  under  federal- 
provincial  cost-sharing  arrangements. 
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Income  test  -  a  measurement  of  cash  flow,  accounting  for  assets 
only  through  any  income  they  produce.  This  test  is  used  for  the 
Guaranteed  Income  Supplement,  Spouse's  Allowance,  and  (by  co- 
ordination) provincial  supplements. 

Earnings  test  -  a  measurement  of  income  from  employment  or  self- 
employment,  and  formerly  applied  to  Canada  Pension  Plan  benefits 
between  ages  65  and  70.  It  functions  as  a  "retirement  test"  to 
establish  a  person's  work-force  status.  The  inequity  resulting 
from  a  reduction  in  benefits  for  persons  earning  small  amounts  frcn 
part-time  work  for  example,  as  against  no  reduction  for  someone 
with  investment  incone  led  to  elimination  of  the  earnings  test  from 
the  CPP  in  1975  and  the  QPP  in  1977. 

Old  Age  Security  (OAS) 

The  cornerstone  of  retirement  incccne  in  Canada  is  the  universal  Old 
Age  Security  payment  made  to  persons  aged  65  and  over  who  meet  certain 
residence  requirements.  Qualified  individuals  receive  a  monthly  payment 
of  $167.21  (January,  1979)  including  quarterly  cost-of-living  adjust- 
ments. Benefits  are  payable  outside  the  country  if  a  recipient  had 
twenty  years'  residence  in  Canada  after  age  18;  but  only  for  six  months 
in  other  cases. 

OAS  pensions  are  referred  to  as  "universal"  -  that  is,  they  do  not 
take  into  account  previous  earnings,  years  spent  in  the  work-force,  tax 
status,  or  retirement  benefits  available  fron  other  sources.  They  con- 
stitute a  recognition  by  society  for  the  contribution  made  to  Canada; 
although  many  persons  now  over  65  may  feel  the  pension  is  theirs  as  a 
matter  of  right  since  they  paid  an  earmarked  OAS  tax  for  a  number  of 
years. 

Payments  of  OAS  benefits  are  made  on  an  individual  basis;  each 
partner  of  a  married  couple  (if  both  are  pensioners)  receives  a  cheque 
for  his  or  her  individual  entitlement.  Cheques  are  mailed  to  arrive  for 
the  last  two  or  three  banking  days  in  each  month.  Payment  begins  the 
month  after  the  month  in  vdiich  the  applicant  turns  65. 

History 

From  its  introduction  in  1927  through  1951,  the  Old  Age  Pension 
program  was  administered  by  the  provinces,  its  cost  shared  equally  with 
the  Government  of  Canada.  In  1931  the  federal  share  was  raised  to  75 
per  cent.  The  original  amount  of  $20  per  month  payable  at  age  70  con- 
tinued unchanged  until  1952  when  the  Old  Age  Security  Act  superseded  it. 
A  means  test  was  applied  to  benefits  under  the  Old  Age  Pension  Act,  and 
pensioners  were  permitted  up  to  $125  annual  income  from  other  sources 
before  benefits  \fiere  reduced.  Those  with  children  in  Canada  who  had 
sufficient  means  to  support  them  could  also  be  disqualified.  With  the 
introduction  of  the  new  act  in  1952  the  means  test  was  eliminated  and 
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its  present  universal  nature  established.   Qualifying  conditions  were 
only  age  and  residence. 

Benefits  have  their  purchasing  power  maintained  by  quarterly  esca- 
lation in  line  with  rises  in  the  cost  of  living.  As  shown  in  Table  4, 
indexing  in  some  form  has  been  used  since  a  pension  index  became  oper- 
ative in  the  Canada  Pension  Plan  in  January,  1968.  From  then  until 
January,  1972,  benefits  were  escalated  annually  with  a  maximum  increase 
of  2  per  cent.  The  ceiling  was  removed  effective  January  1972,  and  full 
Consumer  Price  Index  increases  were  incorporated  on  an  annual  basis. 
Fran  October,  1973,  the  indexing  has  been  quarterly,  with  adjustments 
made  in  January,  April,  July,  and  October.  Old  Age  Security,  GIS, 
Spouse's  Allowance,  and  Veterans'  pensions  are  the  only  federal  govern- 
ment programs  providing  quarterly  adjustments. 

From  its  inception  until  1971  the  program  was  financed  by  means  of 
tax  levies  on  sales,  corporation  income,  and  personal  incone,  with  addi- 
tional amounts  fron  general  revenues  as  required.  A  separate  Old  Age 
Security  Fund  was  maintained,  and  when  the  earmarked  tax  contributions 
were  eliminated,  an  amount  equal  to  v\^at  would  have  been  raised  was  con- 
tributed to  the  fund.  In  1975  the  fund  itself  was  abolished,  and  pay- 
ment now  cones  frcsn  federal  consolidated  revenues. 

Residence  Requirements 

Residence  qualifications,  until  amended  as  of  July  1,  1977,  fell 
into  three  categories: 

(a)  residence  in  Canada  for  forty  years  after  age  18; 

(b)  residence  in  Canada  for  ten  years  immediately  prior  to  the  approval 
of  application  for  a  pension; 

(c)  presence  in  Canada  after  age  18  for  periods  which  totalled  three 
times  the  absences  in  the  ten-year  period  immediately  prior  to  the 
approval  of  the  application  for  a  pension  plus  residence  for  one 
full  year  prior  to  pension  payment. 

At  present  any  Canadian  citizen  or  legal  immigrant  v^o  has  reached 
age  65  and  v*^o  meets  the  residence  requirements  may  apply.  Temporary 
absences  of  less  than  one  year,  or  absences  for  school  or  university,  do 
not  jeopardize  residence;  and  absences  of  a  special  nature  such  as 
postings  abroad  with  the  armed  forces,  diplomatic  corps,  international 
organizations,  or  businesses  do  not  interrupt  presence  in  Canada  for 
purposes  of  qualifying  under  the  former  cption  (c),  provided  the  person 
returns  to  Canada  within  six  months  of  the  end  of  the  relevant  period  of 
service. 

Under  the  former  rules,  eligibility  was  on  the  basis  of  all  or 
nothing.  The  July,  1977  amendments  introduced  the  concept  of  a  partial 
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pension,  with  benefits  directly  related  to  residence  in  order  to  recog- 
nize the  proportionately  greater  contribution  of  persons  who  have  lived 
longer  in  Canada.  Beginning  in  1977  and  for  a  transition  period  of 
forty  years  two  methods  of  qualifying  on  the  basis  of  residence  are  in 
effect  -  the  old  rules,  and  the  new  system,  in  which  each  year  of  resi- 
dence after  age  18  counts  for  one- fortieth  of  the  full  OAS  pension. 
With  a  minimum  qualifying  period  of  ten  years  in  order  to  earn  one- 
quarter  pension,  it  will  henceforth  be  possible  to  apply  for  anything 
fran  one-fourth  to  a  whole  pension  at  age  65.  Under  the  new  rules  ap- 
plicants may  elect  to  wait  beyond  age  65  in  order  to  qualify  for  larger 
pensions;  but  once  benefits  begin,  the  amount  will  not  increase  with 
further  periods  of  residence.  Once  the  forty-year  transition  period  has 
passed,  and  all  those  who  were  age  18  or  newly  arrived  immigrants  at  the 
time  of  the  amendments  have  been  allowed  the  maximum  qualifying  period, 
all  applicants  will  be  governed  by  the  new  rules.  Later  immigrants  and 
persons  under  18  in  July  of  1977  automatically  cane  under  the  new  rules. 

Table  1 

Old  Age  Security  Statistics,  1978 


1.  Number  of  Recipients  (June  1978),  Ontario 


Age 


Male 


Female 


Total 


65 

66 

67 

68 

69 

70-74 

75-79 

80-84 

85-89 

90+ 

Total 


22,839 

19,701 

17,674 

16,202 

14,648 

48,704 

21,939 

12,232 

6,070 

2,164 

182,173 


22,554 
19,919 
18,604 
16,863 
15,960 
59,276 
34,279 
21,502 
10,735 
4,507 
224,199 


45,393 
39,620 
36,278 
33,065 
30,608 

107,980 

56,218 

33,734 

16,805 

6,671 

406,372 


2.  Monthly  benefit  (January  1979] 
$167.21 


3.  Total  Benefits  Paid  (Fiscal  year  ending  March  31,  1978) 
Canada  -  $3.7  billion 

Ontario  -  $1.3  billion 

4.  Per  cent  of  GNP  (Fiscal  year  ending  March  31,  1978) 
Canada  -  1.7  per  cent 

Ontario  -   .6  per  cent  (of  (3\IP) 

5.  Per  cent  of  Federal  expenditures  (Fiscal  year  ending  March  31,  1978) 
Canada  -  8.1  per  cent 

Ontario  -  2.9  per  cent 

Source  Department  of  Finance  and  Department  of  National  Health  and 
Welfare. 

With  CAS  pensions  variable  according  to  residence  in  Canada,  recip- 
rocal agreements  eventually  will  provide  for  international  portability: 
credits  earned  in  Canada  or  elsev^ere  may  be  counted  toward  a  pension 
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payable  in  either  cxjuntry.  Certain  international  differences  must  first 
by  reconciled.  For  example,  some  countries  base  their  pensions  on  work- 
force participation,  others  on  residence  or  citizenship;  migrants  would 
be  penalized  unless  the  countries  in  question  developed  a  system  of  pro- 
tecting earned  pension  credits.  Two  methods  of  arriving  at  pension  ben- 
efits under  international  agreements  are: 

(a)  totalizing  -  the  combining  of  periods  of  residence  or  contributions 
in  each  of  the  contracting  states  for  the  purpose  of  determining 
eligibility  in  one  or  both  of  them; 

(b)  prorating  -  the  calculation  of  the  amount  of  benefits  payable  by 
each  contracting  state  in  proportion  to  the  periods  of  residence  or 
contributions  in  each. 

At  the  time  of  the  1977  amendment  it  was  estimated  that  some 
500,000  persons  now  in  Canada  could  be  eligible  for  benefits  as  the 
result  of  reciprocal  agreements.  To  date  only  Italy  has  signed  an  um- 
brella agreement;  but  interest  has  been  expressed  by  other  countries 
with  substantial  emigration  to  this  country,  including  the  United 
States,  United  Kingdon,  Bermuda,  Guyana,  Jamaica,  and  Portugal. 

Because  of  the  minimum  ten  years'  residence  required  under  either 
set  of  rules,  the  new  conditions  will  not  apply  until  1987  to  pensions 
actually  payable. 

OAS  Expenditures 

Figures  are  not  available  to  show  the  relation  of  old  age  pensions 
at  the  original  $20  level  to  the  Gross  National  Product.  No  doubt  the 
stringent  means  test  kept  costs  in  check.  It  may  be  of  interest,  how- 
ever, to  compare  figures  for  1952-53,  the  first  full  year  of  the  present 
program,  with  the  latest  figures,  those  for  1977-78.  In  spite  of  the 
growth  in  number  of  recipients,  the  addition  of  supplementary  benefits, 
and  the  autanatic  quarterly  escalation,  growth  in  GNP  has  been  such  that 
the  proportion  is  not  much  higher  now  than  it  was  twenty-five  years  ago. 

Table  2 

Benefits  frcan  Total  OAS  Program  and  OAS  Portion  Only,  as  Proportion  of 

Gross  National  Product,  Canada,  Selected  Years,  1952-1978 

Total  program(a) OAS  only 

(Per  cent  of  GNP) 
1952-53  1.3  1.3 

1972-73  2.4  1.7 

1977-78  2.2  1.7 

i  Total  program  includes  Cg\S  only  in  1952-53;  OAS  and  GIS  in  1972-73; 
OAS,  GIS,  and  Spouse's  Allowance  in  1977-78. 

Source  Statistics  Canada,  Social  Security  National  Programs,  1978,  Cat. 
86-201,  Table  7,  p.  277;  Table  7,  p.  277,  and  Statistics  Canada 
Information  Division. 
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Table  3 

History  of  the  Old  Age  Security  Program 


GIS  Maximum        OAS/GIS  (each) 


Effective  date QAS Single   Married Single  Married 

(Dollars) 

1927(a)             20.00      -        -         20.00  20.00 

January  1952(b)       40.00      -        -         40.00  40.00 

July  1957            46.00      -        -         46.00  56.00 

November  1957        55.00      -        -         55.00  55.00 

February  1962        65.00      -        -         65.00  65.00 

October  1963         75.00      -        -         75.00  75.00 

1965(c)             75.00      -        -         75.00  75.00 

January  1967(d)       75.00      30.00    30.00       105.00  105.00 

January  1968(e)       76.50      30.60    30.60       107.10  107.10 

January  1969         78.00      31.20    31.20      109.20  109.20 

January  1970         79.58      31.83    31.83       111.41  111.41 

January  1971         80.00      33.61    33.61       113.61  113.61 

April  1971(f)        80.00      55.00    47.50      135.00  127.50 
May  1972  (retroactive 

to  January)(g)        82.88      67.12    59.62      150.00  142.50 

April  1973(h)        100.00      70.14    62.30      170.14  162.30 

October  1973(i)      105.30      73.86    65.60       179.16  179.90 

January  1974        108.14      75.85    67.37      183.99  175.51 

January  1975(j)      120.06      84.21    74.79      204.27  194.85 

January  1976        132.90      93.22    82.78       226.12  215.68 

January  1977(k)      141.34      99.13    88.03      240.47  229.37 

January  1978        153.44     107.62    95.56      261.06  249.00 

January  1979(m)      167.21     137.28   114.15       304.49  281.36 

January  1980        182.42     149.76   124.52       332.18  306.94 

a  Introduction  of  CM'   at  age  70,  with  means  test. 

b  Means  test  removed  with  introduction  of  QPiS  at  age  70. 

c  Age  reduced  to  65  one  year  at  a  time  (1965-1970). 

d  GIS  introduced . 

e  Benefits  increased  by  Pension  Index  with  annual  maximum  of  2  per 

cent, 
f  GIS  married  rate  introduced, 
g  Full  escalation  for  CPI  introduced,  annual, 
h  Basic  OAS  raised  to  $100. 
i  Escalation  changed  to  quarterly  basis, 
j  Spouse's  Allowance  introduced  in  October, 
k  New  residence  rules  phased  in  July  1. 

m  GIS  maximum  raised  $20  single  and  $10  each  for  a  married  couple. 

Source  Statistics  Canada,  Social  Security  National  Programs,  1978;  and 
Health  and  Welfare  Canada. 

Guaranteed  Income  Supplement  (GIS) 

The  Guaranteed  Incone  Supplement  (GIS)  is  a  monthly  supplement, 
paid  to  Old  Age  Security  recipients  -  that  is,  persons  aged  65  and  over. 
GIS  amounts  depend  on  individual  or  couple's  incone  from  sources  other 
than  QAS  pensions  and  they  are  scaled  according  to  marital  status.  The 
guaranteed  levels  are  adjusted  quarterly  according  to  increases  in  the 
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Consumer  Price  Index.     Residence  requirements   are    the   same   as    for  OAS 
pensions. 

Maximum  GIS  benefits  payable  in  January,  1979  were  $137.28  for  a 
single  person  and  $114.15  each  in  the  case  of  married  couple. 

Application  for  GIS  is  made  in  /^ril  of  each  year,  and  the  amount 
of  supplementation  is  normally  based  on  previous  year's  income;  an  esti- 
mate of  current  incone  may  be  used  by  first-time  applicants  or  recipi- 
ents whose  incone  has  changed  substantially  since  the  last  application. 
Payments  are  made  on  an  individual  basis:  for  a  married  couple,  each 
receives  a  cheque  covering  the  personal  OAS  pension  and  one-half  of  the 
couple's  total  GIS  amount.  Persons  living  outside  Canada  may  continue 
to  receive  GIS  for  a  maximum  of  six  months,  but  payments  can  be  rein- 
stated on  their  return. 

GIS,  like  Old  Age  Security  pensions  and  Spouses'  Allowances  (see 
following)    is  financed  entirely  fron  federal  consolidated  revenues. 

The  Incone  Test 

The  amount  of  supplement  (the  couple's  amount  if  applicable)  is  re- 
duced by  $1  for  each  $2  of  outside  incone  -  excluding  for  this  purpose 
the  OAS  pension  and  certain  other  types  of  incone.  Reduction  begins  at 
$2  per  nonth  of  other  incone;  as  a  result,  the  maximum  benefit  is  paya- 
ble only  when  other  income  is  less  than  $24  a  year  in  the  case  of  a 
single  person,  or  $48  a  year  in  the  case  of  a  narried  couple  when  both 
are  OAS  pensioners  or  one  is  receiving  the  Spouse's  Allowance.  If  the 
spouse  of  a  GIS  recipient  is  receiving  neither  OAS  nor  a  Spouse's 
Allowance,  a  reduction  is  made  only  if  other  incone  exceeds  $47.99  plus 
the  annual  equivalent  of  the  current  CftS  amount  (i.e.,  $47.99  +  [12  x 
$167.21]    =  $2,054.51). 

"Incone"  for  purposes  of  the  GIS  calculation  is  the  same  as  defined 
in  the  Incone  Tax  Act,  minus  certain  specified  types  of  payment.  Since 
tax  legislation  itself  provides  for  several  exclusions  (not  to  be  con- 
fused with  personal  exemptions  or  deductions),  it  may  be  useful  to  sum- 
marize here  the  relevant  items  that  are  not  taken  into  account  in  the 
incone  test: 

a)  Income  Tax  Act  definition  (Sec.  81)  -  excludes  various  war- 
related  pensions  and  allowances,  workmen's  compensation,  RCMP 
pensions,  social  assistance  payments,  and  payments  fron  certain 
employee  profit  sharing  plans. 

b)  Old  Age  Security  Act  (Sec.  11)  -  excludes  OAS  pensions,  GIS, 
Spouse's  Allowance,  provincial  supplements  (e.g.,  GAINS),  CPP 
and  QPP  death  benefits,  family  allowances,  and  federal  home 
insulation  grants. 
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Table  4 

Guaranteed  Income  Supplement  Statistics,  1978 

1.  Number  of  Recipients  (June  1978),  Ontario 
Full  Supplement; 


Age 


Male 


Female 


Total 


65 

66 

67 

68 

69 

70-74 

75-79 

80-84 

85-89 

90+ 

Total 


1,711 
2,053 
2,031 
1,944 
1,799 
7,393 
5,573 
4,493 
2,445 
1,124 
30,566 


2,125 

2,285 

2,309 

2,440 

2,422 

13,313 

14,286 

12,723 

7,935 

4,145 

63,983 


3,836 

4,338 

4,340 

4,384 

4,221 

20,706 

19,859 

17,216 

10,380 

5,269 

94,549 


Partial  Supplement; 


Age 


Male 


Female 


Total 


65 
66 
67 
68 

69 

70-74 

75-79 

80-84 

85-89 

90+ 

Total 


3,247 

4,578 

5,082 

5,547 

5,451 

27,974 

22,456 

12,370 

5,763 

2,257 

94,725 


5,903 

7,048 

7,446 

7,730 

7,970 

40,493 

32,849 

22,856 

12,364 

5,825 

150,484 


9,150 
11,626 
12,528 
13,277 
13,421 
68,467 
55,305 
35,226 
18,127 
8,082 
245,209 


Grand  Total 


125,291 


214,467 


339,758 


2.  Maximum  Monthly  Benefit  (January  1979) 
$114.15  (each,  couple) 

$137.28  (single) 

3.  Total  Benefits  Paid  (Fiscal  year  ending  March  31,  1978) 
Canada  -  $1.1  billion 

Ontario  -  $  . 316  billion 

4.  Per  cent  of  GNP  (Fiscal  year  ending  March  31,  1978) 
Canada  -  . 5  per  cent 

Ontario  -  .15  per  cent  (of  OslP) 

5.  Per  cent  of  Federal  Expenditures  (Fiscal  year  ending  March  31,  1978) 
Canada  -  2.4  per  cent 

Ontario  -  .7  per  cent 

Source  Department  of  Finance  and  Department  of  National  Health  and 
Welfare. 
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For  recipients  with  outside  incane  GIS  benefits  are  paid  according 
to  a  table  based  on  the  prescribed  reduction  formula  and  structured  ac- 
cording to  the  four  categories:  single,  including  widowed  and  divorced 
persons;  married,  both  Cg^S  pensioners;  married,  vihere  the  spouse  is  not 
an  OAS  pensioner;  and  married,  where  the  spouse  is  eligible  for  the 
Spouse's  Allowance. 

Although  expressed  most  frequently  in  monthly  amounts,  GIS  and  its 
income  offsets  are  based  on  the  concept  of  an  annual  income  guarantee. 
Thus,  the  "guarantee  level"  used  in  Table  5  is  applied,  once  a  year,  to 
determine  the  amount  of  GIS  (monthly)  which  will  be  payable  according  to 
annual  income  -  personal  income  in  the  case  of  a  single  recipient  or  a 
married  person  with  a  spouse  not  eligible  for  OAS  or  supplementation; 
and  total  incane  in  other  cases.  It  is  the  annual  guarantee  which  is 
indexed  quarterly,  resulting  in  proportionate  increases  in  all  monthly 
supplement  payments. 

Sonetimes  referred  to  as  a  "tax-back,"  the  reduction  of  benefits 
resulting  from  the  income  test  -  at  the  rate  of  50  per  cent  of  outside 
income  -  is  intended  to  preserve  an  incentive  to  acquire  income  from 
other  sources.  That  is,  the  pensioner  will  always  be  better  off  with 
sane  earnings  or  other  income  than  on  straight  supplementation.  By  way 
of  illustration.  Table  5  shows,  for  each  marital  category:  the  maximum 
"other  income"  corresponding  to  the  lowest  amount  of  GIS  and  Spouse's 
Allowance  payable  in  January,  1979;  the  resulting  total  monthly  income; 
and,  for  comparison  purposes,  the  applicable  guarantee  level. 

Development  of  GIS 

When  the  means  test  was  abandoned  in  1952  for  purposes  of  the  uni- 
versal Old  Age  Security  pension,  it  was  recognized  that  some  members  of 
the  older  population  had  needs  greater  than  the  CftS  level,  or  required 
support  before  age  70  when  the  OAS  pension  became  payable.  Initially 
therefore,  a  modified  means  test  was  incorporated  in  the  Old  Age  Assist- 
ance program  under  which  benefits  were  made  available  to  persons  between 
ages  65  and  70.  Recipients  if  eligible,  received  the  full  flat-rate 
benefit  (at  the  OAS  level);  others  received  nothing. 

With  implementation  of  the  Canada  Pension  Plan  in  1966,  a  new  dis- 
parity began  to  emerge,  between  those  who  would  have  income  from  that 
source  and  those  with  only  OAS  pensions.  Consequently,  the  Guaranteed 
Incane  Supplement  was  added  to  the  Old  Age  Security  program  in  January, 
1967  -  originally  for  persons  born  in  1910  or  earlier,  but  later  made 
applicable  to  anyone  aged  65  or  over  viho  had  little  or  no  outside  in- 
cane. By  guaranteeing  a  minimum  annual  income  rather  than  a  single  ben- 
efit amount,  the  GIS  would  provide  an  incane  supplement  for  OAS  recipi- 
ents in  proportion  to  need;  and  it  offered  a  measure  of  equity  to  those 
who  were  too  old  to  benefit  fran  the  Canada  Pension  Plan.  At  the  same 
time  the  GIS  program  took  an  entirely  new  approach  to  the  determination 
of  need:   instead  of  a  means  test  for  a  flat-rate  benefit,  there  would 
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be  an  accounting  of  income  and  a  sliding  scale  of  suppleanentation.  GIS 
recipients  therefore  would  not  face  a  complete  loss  of  entitlement  if 
their  income  edged  above  sane  minimal  level. 

Table  5 

Effect  of  GIS  Income  Test  on  Total  Income  where  Minimum  Supplement 

Payable,  January,  1979 


Monthly  income  (annual  in  brackets) 


Marital  status  and 
annual  income(a)     GIS 


OAS 


Other    Total       Guarantee 
incone   income (b)    level (b) 


(Dollars) 

,28      167.21   276.00   443.49      304.49 

(5,322)     (3,653.88) 


Single 
($3,311.99) 

Married, 
both  pensioners 
($5,519.99) 

Married ,  spouse 
not  a  pensioner 
($8,630.51) 

Married, 
Spouse's  Allowance 
($8,207.99) 


,30      334.42   460.00   794.72       562.72 

(9,537)     (6,752.64) 


.28      167.21   719.21   886.70       304.49 

(10,640)    (3,653.88) 


.30(c)   167.21   684.00   851.51       562.72(c) 

(10,218)     (6,752.64) 


a     Combined   incone   for  previous  year,    excluding  OAS,    GIS,    Spouse's 
Allowance.     Monthly  equivalents  shown  as  "other  income"   for   current 
period, 
b     Annual  amounts   assume   no  escalation    in   government  benefits    from 

current  levels, 
c     Includes  Spouse's  Allowance. 

Source  Health  and  Welfare  Canada,  Tables  of  Rates  in  Effect  January- 
March  1979,  Old  Age  Security,  Guaranteed  Income  Supplement, 
Spouse's  Allowance. 

In  retrospect,  the  transitional  aspect  of  GIS  appears  to  have  been 
overstated  at  the  time  of  its  introduction.  That  is,  it  was  widely 
assuined  that  GIS  expenditures  would  gradually  diminish  as  the  Canada 
Pension  Plan  matured  over  its  ten-year  transition  to  payment  of  full 
benefits  in  1976.  Had  the  incone  guarantees  not  been  increased,  it  is 
true  that  relatively  few  people  today  would  be  receiving  the  GIS  supple- 
ment. However,  the  original  maximum  payment  of  $30  per  month  could  not 
be  maintained  in  the  face  of  the  rapid  growth  in  personal  incomes  after 
1967.  Substantial  increases  have  had  the  effect  of  lengthening  the 
transitional  period  for  v^ich  the  GIS  was  originally  designed;  although 
the  program  may  still  be  described,  accurately,   as  "transitional." 
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GIS  supplements  as  such  have  risen  to  more  than  four  times  the 
original  $30  per  month.  The  annual  OAS-GIS  guarantees  have  been  raised 
from  $1,200  for  a  single  person  and  $2,400  for  a  couple  in  January, 
1967,  to  $3,654  and  $6,753  in  January,  1979.  At  the  same  time,  however, 
the  proportion  of  QAS  recipients  receiving  maximum  GIS  benefits  has  fcieen 
declining  in  all  provinces;  and  only  slightly  over  half  of  all  OAS  pen- 
sioners in  Canada  today  are  receiving  either  full  or  partial  supplemen- 
tation (Table  6). 

Table  6 

Proportion  of  QAS  Recipients  Receiving  Full  and  Partial  GIS,  Canada  and 

Ontario,  1971-77 

Canada  Ontario 


Full     Partial         Full     Partial 


(Per  cent) 

1971  27.5      22.5  19.1  22.9 

1975  24.0      32.5  16.9  31.6 

1977  21.5      33.8  14.3  32.3 

Source  Statistics  Canada,  Social  Security  National  Programs,  1978,  Cat. 
86-201,  Table  1,  pp.  525,  527. 

Relationships  between  single  and  married  supplements  and  between 
GIS  and  OAS  levels  may  be  of  interest.  At  the  time  it  was  introduced, 
GIS  at  the  maximum  was  just  under  40  per  cent  of  the  C^  pension.  Com- 
bined with  OAS  it  was  the  equivalent  of  the  means-tested  social  assist- 
ance then  available.  Since  then,  separate  increases  in  benefits  under 
the  two  parts  of  the  program  have  brought  the  GIS  maximum  up  to  82.1  per 
cent  of  OAS  (single)  and  68.3  per  cent  (married)  at  January,  1979.  Be- 
ginning in  1971  GIS  levels  have  distinguished  between  the  income  re- 
quirements of  a  single  person  and  each  member  of  a  married  couple;  at 
that  time  a  "married"  rate  was  established,  producing  a  single-to-couple 
ratio  of  about  56  per  cent.  That  ratio  was  raised  to  60  per  cent  with 
increases  effective  in  January,  1979  of  $20  per  account  -  that  is,  $20 
for  a  single  recipient  and  $10  each  for  a  married  couple.  This  benefit 
bias  is  reflected  in  the  amounts  of  other  income  shown  for  single  and 
married  persons  in  Table  5. 

Effect  of  New  Residence  P^les 

For  those  vvdno  may  qualify  for  only  partial  Old  Age  Security  pen- 
sions in  the  future  (under  new  residence  qualifications  described  ear- 
lier in  this  chapter)  the  GIS  calculation  will  be  fundamentally  altered. 
The  maximum  GIS  amount  will  be  payable  if  indicated  by  the  income  test, 
but  the  OAS  amount  will  be  reduced  according  to  the  new  formula  for 
residence  of  less  than  40  years  after  age  18.  In  such  cases  the  GIS 
maximum  will  be  a  maximum  payment  rather  than  a  make-up  to  a  guaranteed 
level  of  income.  Expressed  another  way,  the  GIS  benefits  will  still 
constitute  an  income  guarantee  for  those  entitled  to  the  full  OAS  pen- 
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sion;  but  t±ie  QAS  amount  will  be  variable  according  to  residence  in 
Canada.  If  the  new  residence  requirements  were  applied  in  January,  1979 
(actually  they  will  not  affect  pensions  payable  until  1987)  a  single 
person  eligible  for  one-quarter  of  the  QAS  pension  and  with  no  other  in- 
come would  qualify   for  QAS  and  CIS  as  follows: 

OAS:     one  quarter  of  $167.21  $  41.80 

CIS:  137.28 

Itital  OAS  and  GIS:  $179.08 

By  oanparison,  a  person  with  full  residence  requirements  would  be  enti- 
tled to  receive: 


OAS:  full  pension 

$167.21 

GIS: 

137.28 

Ttotal  (guaranteed  level) 

$304.49 

Spouse's  Allowance  (SA) 

The  Spouse's  Allowance  is  a  monthly  supplement  payable,  depending 
on  family  incone,  to  the  spouse  aged  60  to  64  of  an  Old  Age  Security 
pensioner.  Residence  qualifications  are  the  same  as  for  QAS.  As  in  the 
case  of  CftS  and  GIS,  this  benefit  is  subject  to  quarterly  escalation 
according   to  increases  in  the  Consumer  Price  Index. 

At  its  maximum  the  Spouse's  Allowance  is  the  equivalent  of  the  cur- 
rent Old  Age  Security  pension  plus  the  maximum  Guaranteed  Incone  Supple- 
ment for  a  married  person.  As  of  January,  1979  these  components  were 
$167.21  and  $114.15  respectively,  for  a  total  allowance  of  $281.36 
monthly. 

Application  must  be  made  annually,    as    for  GIS.  Also   as   with   OAS 

and  GIS,   cheques  are  sent  individually.     Payments  may  be   continued   for 

up  to  six  months  during  absence   from  Canada   and   can  be   reinstated   on 
returning  to  the  country. 

Subject  to  the  income  test,  a  Spouse's  Allowance  rrey  be  paid  until 
the  recipient  reaches  age  65,  at  which  time  OAS  becomes  available  and 
the  couple  may  also  apply  for  GIS  in  the  regular  manner.  If  the  pen- 
sioner spouse  dies,  the  Spouse's  Allowance  may  be  continued  until  the 
recipient  reaches  age  65,  but  terminates  on  remarriage.  By  arrangement 
between  the  governments  of  Canada  and  Ontario,  the  province  contacts  the 
surviving  spouse  v^en  benefits  are  about  to  be  terminated,  to  determine 
eligibility  for  assistance  through  provincial  support  programs  and  to 
maintain  continuity  of   incone. 

As  part  of  the  Old  Age  Security  program.  Spouse's  Allowances  are 
paid   fron  federal  consolidated  revenues. 
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Table  7 

Spouse's  Allowance,  1978  Statistics 


1. 


Number  of  Recipients  (June  1978), 

Ontario 

Full  Allowance: 

Age               Male 

Female 

Total 

60 
61 
62 
63 
64 
Total 


25 
43 
34 
43 
63 
208 


131 
176 
214 
264 
229 
1,014 


156 
219 
258 
307 
292 
1,222 


Partial  Allowance: 


Age 


Male 


Female 


Total 


60 
61 
62 
63 
64 
Total 


77 
133 
209 
278 
340 
1,037 


1,708 
2,429 
3,190 
3,916 
3,914 
15,157 


1,785 
2,562 
3,399 
4,194 
4,254 
16,194 


Grand  total 


17,416 


2.  Maximum  Monthly  Benefit  (January  1979) 
$281.36 

3.  Total  Benefits  Paid  (Fiscal  year  ending  March  31,  1978] 
Canada  -  $115.0  million 

Ontario  -  $  23.7  million 


4.  Per  cent  of  GNP  (Fiscal  year  ending  March  31,  1978) 
Canada  -  .05  per  cent 

Ontario  -  .01  per  cent  (of  GNP) 

5.  Per  cent  of  Federal  Expenditures  (Fiscal  year  ending  March  31, 
1978) 

Canada  -  .25  per  cent 
Ontario  -  .05  per  cent 

Source  Department  of  Finance  and  Department  of  National  Health  and 
Welfare. 

Incone  Test 

For  purposes  of  the  Spouse's  Allowance,  "other  income"  is  defined 
in  the  same  way  as  for  the  Guaranteed  Incone  Supplement  except  that  GIS 
benefits  are  also  specifically  excluded.  Reduction  of  benefit  for  out- 
side income  is  in  two  stages:  first  the  OAS  equivalent  is  reduced  by  $3 
for  every  $4  of  outside  incone  of  the  couple  (a  75  per  cent  "tax-back"); 
then  the  GIS  equivalent  and  the  pensioner's  GIS  are  reduced  by  $1  for 
every  $4  of  additional  outside  incone  (a  combined  "tax-back"  of  50  per 
cent).  The  pensioner's  GAS,  however,  is  not  affected  by  the  operation 
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of  the  income  test.  Table  8  shows  the  monthly  amounts  payable  to  an  QAS 
pensioner  with  spouse  aged  60  to  64  with  various  levels  of  annual  in- 
come, illustrating  the  sequence  of  reductions  -  first  in  the  Spouse's 
Allowance,   then   in  both  spouses'   supplements. 

Table  8 

GAS,  GIS,  and  Spouse's  Allowance:  Amounts  Payable  by  Selected  Levels  of 

Outside  Annual  Income,  January  1979  -  Married  Couple 


Couple's  combined  Pensioner 

yearly  income QAS GIS Spouse  (SA) 

(Monthly)         (Monthly) 

Up  to  $47. 99(a)  §167.21     $114.15     $281.36 

$   48  -  $   95.99(b)  167.21      114.15      278.36 


2,688  -  2, 735. 99(c)  167.21      114.15      114.15 

2,736  -  2, 783. 99(d)  167.21      113.15      113.15 

8,160  -  8,207. 99(e)  167.21         .15         .15 

8,208  and  over  167.21 

a  Outside  income  less  than  $4  monthly;  maximum  supplements  payable, 
b  Outside  income  $4  but  less  than  $8  monthly  -  OAS  portion  of  SA 

reduced  by  $3. 
c  QAS  portion  of  SA  is  fully  offset  by  outside  incone  on  3/4  basis  - 

remaining  SA  is  equivalent  of  GIS  only, 
d  Level  at  which  additional  $4  monthly  outside  incone  results  in  $1 

reduction  in  pensioner's  GIS  and  spouse's  GIS  equivalent, 
e  Level  beyond  v*iich  GIS  and  SA  are  fully  offset  by  outside  incone  on 

1/4  basis. 
Source  Health  and  Welfare  Canada,  Old  Age  Security,  Guaranteed  Income 
Supplement,  Spouse's  Allowance,  Tables  of  Rates  in  Effect, 
January-March,  1979. 

Developnent 

The  Spouse's  Allowance  was  introduced  as  an  amendment  to  the  Old 
Age  Security  Act  in  October,  1975.  It  was  designed  to  meet  the  special 
needs  of  elderly  married  couples  living  on  only  one  pension  -  that  is, 
where  one  spouse  receiving  OAS  and  GIS  is  the  principal  support  of  a 
spouse  aged  60  and  under  65  and  therefore  not  eligible  for  an  OAS  pen- 
sion. The  GIS  incone  test  was  extended,  with  modifications,  to  the  new 
program. 

As  originally  enacted,  the  allowance  terminated  with  the  month  of 
the  OAS  pensioner's  death.  Provision  was  made  in  1978  for  continuation 
of  payments  for  six  months  after  the  older  partner's  death  without 
re-application.  That  period  was  extended,  effective  November  1979,  to 
age  65,  subject  to  an  annual  incone  test  and  terminating  on  remarriage. 
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The  new  QAS  residence  qualifications  will  affect  Spouse's  Allow- 
ances payable  in  1987  and  later.  A  spouse  will  require  at  least  ten 
years'  residence  after  age  18  to  qualify  for  a  partial  allowance.  Hav- 
ing qualified  once  however,  the  spouse  may  acquire  an  increased  OAS 
equivalent  in  subsequent  years  through  additional  residence.  (That  is 
not  the  case  with  the  OAS  pension  as  such,  which  is  applied  for  only 
once  and  not  annually.)  When  a  couple  has  qualified  on  the  basis  of 
income,  the  OAS  component  of  the  Spouse's  Allowance  will  be  based  on  the 
residence  of  the  younger  spouse.  It  will  be  possible,  therefore,  for 
the  OAS  equivalent  paid  to  the  younger  spouse  to  be  greater  or  less  than 
the  OAS  pension  of  the  older  partner.  The  CIS  amount  for  the  pensioner, 
and  the  equivalent  for  the  spouse  will  be  the  same  as  though  a  full  OAS 
pension  were  payable. 

Guaranteed  Annual  Income  System  (GAINS) 

The  Ontario  Guaranteed  Annual  Income  System  provides  a  monthly  sup- 
plement to  low-income  persons  aged  65  and  over  v\^o  meet  certain  condi- 
tions of  residence  in  the  province.  Unlike  the  federal  pensions  and 
supplements,  GAINS  benefits  are  not  subject  to  automatic  escalation; 
instead,  the  provincial  government  raises  the  guarantee  levels  from  time 
to  time  to  reflect  increases  in  the  federal  GIS  levels. 

The  maximum  GAINS  benefit  is  simply  the  difference  between  the 
provincial  and  federal  guarantees  according  to  marital  status.  As  of 
January  1979  the  monthly  amounts  were  $38.88  for  a  single  person  and 
$52.01  for  each  member  of  a  married  unit.  For  those  eligible  for  GAINS 
but  not  for  OAS-GIS  the  applicable  maximum  was  the  guaranteed  level: 
$343.37  single  ($4,120  annually)  and  $666.74  married  ($8,000  annually). 

GAINS  does  not  require  a  separate  application  in  the  case  of  OAS- 
GIS  recipients,  since  its  administration  is  co-ordinated  with  that  of 
the  federal  program.  Cheques  are  sent  on  an  individual  basis.  Payment 
may  be  made  outside  Ontario  for  a  maximum  of  six  months,  but  benefits 
can  be  reinstated  on  returning  to  Ontario. 

Benefits  are  paid  out  of  provincial  consolidated  revenues. 

Residence  Rules 

Basic  residence  requirements  are  the  same  as  for  the  Old  Age  Secur- 
ity pension.  Those  not  eligible  for  OAS  may  qualify  for  GAINS  in  one  of 
three  ways: 

-  residence  in  Canada  for  five  consecutive  years  immediately  prior 
to  qualification,  with  the  last  full  year  in  Ontario; 

-  residence  in  Canada  for  a  total  of  twenty  years  since  age  18, 
with  the  last  full  year  prior  to  qualification  in  Ontario;  or 

-  residence  in  Ontario  for  a  total  of  twenty  years  since  age  18. 

134 


Thus,  anyone  qualifying  for  GAINS  but  not  for  the  federal  pension 
or  supplement  may  still  receive  a  benefit  up  to  the  full  GAINS  guarantee 
level;  that  is,  the  equivalent  of  OAS,  GIS,  and  the  GAINS  make-up 
amount. 

New  QAS  residence  rules  will  affect  GAINS  in  the  same  way  as  GIS. 
For  those  entitled  to  partial  OAS  pensions  (in  1987  and  later)  there 
will  be  a  maximum  amount  payable  under  GAINS  rather  than  a  make-up  to  a 
specific  guaranteed  incarie  level. 

Income  Test 

Outside  incane  constitutes  a  full  offset  against  GAINS  benefits  - 
that  is,  benefits  are  reduced  by  $1  for  every  $1  of  "other  income"  as 
determined  for  GIS  purposes.  GAINS,  unlike  the  federal  supplement  pro- 
gram, is  designed  to  maintain  incane  at  a  guaranteed  level  but  not  above 
it.  With  its  100  per  cent  "tax-back"  GAINS  may  be  said  to  remove  the 
incentive  to  have  outside  income.  That  is  true,  however,  only  with  the 
narrow  band  of  incane  between  the  GIS  and  GAINS  guarantees.  Beyond  the 
GAINS  limit  there  is  a  considerable  range  of  incane  within  v4iich  the  GIS 
is  available. 

Development 

Inaugurated  in  July,  1974,  the  GAINS-A  program  (as  it  is  called  to 
distinguish  it  fran  GAINS-D,  for  the  blind  and  disabled)  was  designed  to 
supplement  elderly  persons'  incomes  up  to  a  level  considered  appropriate 
to  Ontario  conditions  -  that  is,  higher  than  the  GIS  level.  Guaranteed 
levels  under  GAINS  originally  produced  maximum  monthly  allowances  of 
$24.49  for  a  single  person  and  $33.36  for  each  member  of  a  married 
couple.  With  periodic  increases  to  acconmodate  higher  GIS  levels,  the 
monthly  GAINS  guarantee  in  January,  1979  had  becone  $343.37  (single)  and 
$333.37  (each,  married)  -  consisting  of  a  direct  GAINS  payment  of  $38.88 
and  $52.01,  respectively,  and  the  applicable  OAS  and  GIS  benefits. 

As  originally  constituted,  GAINS  was  so  structured  that  the  guaran- 
tee for  a  married  couple  was  exactly  double  that  for  a  single  person. 
This  relationship  was  the  consequence  of  an  approach  which,  unlike  that 
of  the  federal  GIS  program,  aimed  at  establishing  an  individual  guaran- 
tee regardless  of  marital  status.  GAINS  benefit  amounts  calculated  fran 
the  guaranteed  incane  levels  therefore  were  (and  are)  greater  for  each 
member  of  a  married  unit  -  both  over  65  -  than  for  a  single  person.  That 
difference  was  reduced,  however,  in  January,  1979.  At  that  time  the 
monthly  GIS  benefits  were  raised  by  $20  per  account  (single  person  or 
couple),  thereby  awarding  the  single  recipient  a  relatively  higher 
increase  in  the  supplement.  Ontario  responded  by  increasing  the  GAINS 
guarantees  by  the  same  amounts,  so  that  the  single  GAINS  recipient  re- 
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ceived  the  full  relative  advantage  of  the  GIS  change,  and  the  married 
couple's  income  guarantee  was  no  longer  twice  the  single  amount. 

Table  9 

Ontario  GAINS,  1978  Statistics 

1.  Number  of  Recipients  (December  1978),  Ontario 
Single;  married  with  spouse  ineligible; 

married  with  spouse  receiving  Spouse's 
Allowance  165,472 

Married,  both  receiving  GAINS  78,018 

2.  Maximum  Monthly  Amount  Payable  (January  1979) (a) 
$38.88  single 

$52.01  married  (each) 

3.  Total  Benefits  Paid  (Fiscal  year  ending  March  31,  1978) 
$108.3  million 

4.  Per  cent  of  GPP  for  Ontario  (Fiscal  year  ending  March  31,  1978) 
.12  per  cent 

5.  Per  cent  of  Provincial  Expenditures  (Fiscal  year  ending  March  31, 
1978) 

.8  per  cent 

a  QAS-GIS  recipients.  Persons  qualifying  for  GAINS  alone  could  also 
receive  equivalent  of  CftS  and  GIS,  for  a  total  of  $343.37  (single)  or 
$333.37  (each,  married). 

Source  Ontario  Ministry  of  Treasury  and  Economics;  Ministry  of  Revenue. 

Canada  Pension  Plan  (CPP) 

Canada  Pension  Plan  benefits  are  earnings-related,  are  payable  as 
monthly  retirement  pensions  at  age  65,  and  are  based  on  required  contri- 
butions of  employees,  employers,  and  the  self-employed.  Benefits  are 
also  provided  for  disabled  contributors,  surviving  spouses,  and  de- 
pendent children;  and  a  lump-sum  benefit  is  payable  on  the  death  of  a 
contributor.  All  monthly  benefits  are  adjusted  annually  according  to 
increases  in  the  Consumer  Price  Index. 

Pension  credits  under  the  plan  are  fully  portable  throughout  the 
individual's  working  life,  and  are  updated  to  reflect  increases  in  gen- 
eral wage  and  salary  levels. 

A  CPP  contributor  retiring  in  1979  could  receive  a  pension  of  up  to 
$218.06  a  month,  depending  on  average  earnings.  A  disability  pensioner 
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could  receive  a  maximum  of  $216.06,  and  a  surviving  widow  or  widower  up 
to  $134.28.  Ihe  dependent  child  of  a  disabled  or  deceased  contributor 
was  entitled  to  a  flat-rate  monthly  benefit  of  $52.51,  The  maximum 
death  benefit   in  1979  was  a  one-time  payment  of  $1,170. 

While  any  province  may  elect  to  establish  its  cwn  earnings- re  la  ted 
pension  plan,  only  Quebec  has  done  so.  Terms  of  the  Canada  and  Quebec 
plans  are  similar,  however,  and  full  portability  between  them  is  main- 
tained.    Benefits  under  both  plans  are  payable  anywhere  in  the  world. 

A  more  ocxrplete  discussion  of  the  CPP  will  be  found  in  the  Canada 
Pension  Plan  volume.  For  purposes  of  this  chapter  it  will  be  sufficient 
to  outline  the  main  provisions  of  the  plan,  particularly  those  relating 
to  coverage,  portability,  and  the  level  of  both  retirement  and  survivor 
benefits. 

Coverage  is  virtually  universal  for  members  of  the  work-force  be- 
tween ages  18  and  65,  and  extends  to  those  over  65  but  under  70  who 
defer  their  retirement.  Generally,  all  employees,  employers,  and  self- 
employed  persons  are  required  to  make  regular  contributions  on  all  eli- 
gible earnings  -  through  payroll  deductions  where  possible,  otherwise 
through  the  incone  tax  mechanism. 

Eligible  earnings  are  defined  as  all  income  from  employment  or 
self-enployment  above  a  specified  minimum  and  up  to  a  specified  maximum. 
For  1979  the  basic  exemption  (YBE)  was  $1,100  and  the  earnings  maximum 
(YMPE)  $11,700,  so  that  a  person's  eligible  earnings  could  be  as  high  as 
$10,600.  Contribution  rates  (unchanged  since  the  CPP  was  instituted) 
are  1.8  per  cent  for  employees  and  an  equal  amount  fron  their  employers, 
and  3.6  per  cent  for  the  self-employed.  Thus,  for  individuals  with 
earnings  at  or  above  the  YMPE  in  1979,  contributions  on  an  annual  basis 
amounted  to  $190.80,   or  $381.60  if  self-employed. 

Portability  is  ensured  through  the  central  recording  of  all  contri- 
butions in  individual  accounts.  In  effect,  a  single  contribution  is 
sufficient  to  entitle  a  person  to  an  eventual  retirement  benefit.  Vest- 
ing is  immediate  since  no  minimum  period  of  service  or  continuity  of 
enployment  in  a  particular  location  or  occupation  is  required.  Porta- 
bility is  further  enhanced  through  the  operation  of  an  updating  formula 
at  the  time  benefits  are  calculated,  so  that  pension  credits  once  earned 
retain  their  value  in  relation  to  the  rising  levels  of  wages  and 
salaries . 

Retirement  pensions  are  equal  to  25  per  cent  of  pensionable  earn- 
ings (all  earnings  up  to  the  YMPE,  disregarding  the  basic  exemption) 
averaged  over  the  number  of  months  the  individual  could  have  contrib- 
uted,   that    is,    from  January  1966  or   the  person's   18th   birthday    if 
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later.  Before  the  25  per  cent  is  applied,  however,  both  earnings  and 
contributory  months  are  subject  to  adjustment  -  first,  to  restate  the 
individuals' s  earnings  in  terms  of  current  wage  levels,  and  second,  to 
eliminate  from  averaging  certain  months  of  low  earnings. 

Pensionable  earnings  for  each  month  of  the  person's  contributions 
are  updated  by  means  of  a  ratio  of  the  average  YMPE  for  the  latest  three 
years  (including  the  year  the  pension  is  to  commence)  to  the  YMPE  in 
effect  at  the  time  of  the  contributions.  Thus,  for  example,  a  person 
whose  earnings  had  been  consistently  at  75  per  cent  of  the  YMPE  could 
expect  a  pension  equal  to  75  per  cent  of  the  maximum  benefit  in  the  year 
of  retirement.  The  YMPE,  it  should  be  noted,  is  intended  to  represent 
an  average  of  industrial  earnings.  At  present  it  is  somewhat  lower,  and 
for  that  reason  is  increased  by  12-1/2  per  cent  annually;  eventually  it 
will  be  escalated  according  to  increases  in  average  wages  and  salaries 
as  measured  by  Statistics  Canada  (the  "Industrial  Canposite" ) . 

Contributory  months  may  be  adjusted  in  three  ways.  First,  the 
person's  contributory  period  is  automatically  reduced  by  any  months  for 
which  a  CPP  disability  pension  was  payable.  Then  contribution  months 
before  age  65  may  be  dropped  out  according  to  the  number  of  contribution 
months  after  that  age.  Finally,  the  remaining  months  may  be  reduced  by 
15  per  cent,  provided  that  the  balance  used  in  averaging  must  be  at 
least  120  months.  This  last  "dropout"  allowance,  which  may  be  as  much 
as  seven  years,  recognizes  as  a  normal  characteristic  of  careers  various 
breaks  in  work-force  activity  associated  with  education,  retraining, 
illnesses,  unemployment,  and  child-bearing.  (A  specific  allowance  for 
years  of  child-rearing  has  been  enacted  but  not  yet  proclaimed,  as  dis- 
cussed later  in  this  report.) 

Transitional  aspects  of  the  CPP  during  its  first  ten  years  of  cper- 
ation  affected  the  retirement  rights  and  benefit  amounts  of  many  members 
of  the  present  over-65  population.  First,  the  eligibility  age  for  re- 
tirement originally  was  68,  reducing  to  age  65  by  1970.  More  important 
to  the  present  discussion,  however,  is  the  fact  that  retirement  pensions 
conmencing  before  1976  were  effectively  reduced  in  all  cases.  Because 
they  were  averaged  over  a  minimum  of  120  months,  no  one  could  receive 
full  credit  for  pensionable  earnings  until  contributions  had  been  made 
for  at  least  120  months;  that  point  could  be  reached  at  the  earliest  by 
someone  v^tio  had  contributed  regularly  fron  January  1966  through  December 
1975.  Those  who  chose  to  take  a  retirement  pension  during  this  transi- 
tion period  (or  who  reached  age  70  and  had  no  choice)  received  frac- 
tional pensions:  one-tenth  of  the  full  amount  if  one  year's  contribu- 
tions had  been  made,  five- tenths  after  five  years,  and  so  on.  No  such 
reduction,  however,  was  applicable  to  disability,  survivor,  or  dependent 
children's  benefits,  although  these  benefits  required  contributions  for 
a  minimum  of  fron  three  to  five  years,  and  so  were  not  payable  in  the 
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early  years  of  the  plan.  The  phasing-in  of  various  benefits,  especially 
the  retirement  pension,  was  complete  by  January  of  1976;  at  that  time 
the  plan  was  said   to  have  "matured." 

Surviving  spouses'  pensions  are  pertinent  to  a  consideration  of 
elderly  person's  incomes,  since  many  spouses  in  the  present  over-65  pop- 
ulation, especially  wonen,  will  have  little  or  no  CPP  entitlement  in 
their  own  right.  Eligibility  for  a  surviving  spouse's  pension  depends 
on  contributions  for  ten  years,  or  for  one-third  of  the  years  in  which 
contributions  could  have  been  made,  subject  to  a  minimum  of  three  years. 
The  benefit  for  a  survivor  between  ages  45  and  65  is  a  flat-rate  amount 
($52.51  in  1979)  plus  37.5  per  cent  of  the  amount  of  retirement  pension 
the  contributor  would  have  received  if  age  65  had  been  attained.  The 
same  amount  applies  v\^ile  a  survivor  under  age  45  has  dependent  children 
or  is  disabled;  otherwise  there  is  a  reduction  of  1/120  for  each  month 
the  survivor  was  under  45  at  the  time  of  the  contributor's  death.  No 
benefit,  except  for  the  lump-sum  death  benefit  which  applies  in  any 
case,  is  payable  if  the  surviving  spouse  is  under  age  35  and  is  neither 
disabled  nor  has  dependent  children;  but  a  full  benefit  may  be  payable 
in  the  event  of  subsequent  disability.  Each  child,  while  a  dependent, 
is  entitled  to  a  monthly  benefit  equal  to  the  flat-rate  portion  of  other 
ancillary  benefits:  $52.51  in  1979.  The  maximum  monthly  pension  for  a 
surviving  spouse  under  65  was  $134.28  in  1979  (not  counting  children's 
benefits) . 

Survivors  aged  65  or  over  receive  a  somewhat  lower  amount,  normally 
60  per  cent  of  the  deceased  person's  retirement  pension.  If  the  sur- 
vivor has  a  CPP  pension  in  his  or  her  own  right,  however,  a  combined 
pension  may  be  payable  up  to  a  total  equal  to  the  applicable  maximum 
retirement  pension,  $218.06  in  1979.  Assuming  no  personal  retirement 
pension,  the  maximum  payable  in  1979  to  a  surviving  spouse  aged  65  and 
over  was  $130.84. 

Division  of  pension  credits  or  "credit-splitting"  is  a  relatively 
new  feature  of  the  CPP.  On  termination  of  a  marriage  in  1978  and  later, 
either  spouse  may  apply  within  three  years  for  an  equal  division  of  CPP 
credits  earned  by  both  persons  during  the  period  of  the  marriage.  (2) 
The  process  includes  disclosure  to  both  parties  of  "pensionable  earn- 
ings" credited  to  them  before  and  after  the  division,  and  a  thirty-day 
period  during  v^hich  the  applicant  may  withdraw  if  he  or  she  wishes  to  do 
so.  Where  such  a  division  is  made,  one  spouse  will  usually  have  gained 
a  measure  of  CPP  protection  for  such  contingencies  as  disability,  death, 
and  retirement. 

Other  CPP  features  include  disability  pensions  and  death  benefits, 
both  described  elsewhere.  All  benefits  are  treated  as  income  for  tax 
purposes,  and  are  considered  to  be  "other  income"  in  determining  the 
amount  of  benefits  under  income-tested  programs  -  Guaranteed  Inccme  Sup- 
plement,  Spouse's  Allowance,   and  GAINS. 
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Table  10 

CPP  Statistics 

1.  Nunnber  of  Recipients  in  Ontario,  June  1979 

Retirement  benefits  347,113 

Disability  pensions  42,711 

Children's  benefits  -  under  18  14,448 

-  18  and  over  3,416 
Lump-sum  death  benefit  2,042 
Surviving  spouse  pension  95,176 

Orphan's  benefits  -  under  18  38,193 

-  18  and  over  10,668 
Combined  pensions  14,384 
Total 568,151 

2.  Amount  of  New  Benefits  Payable  in  Ontario,  June  1979 

Ontario 

Maximum Average 

Retirement  benefits  $  218.06  $159.97 
Disability  pensions  216.06      182.88 

Children's  benefits  52.51       52.51 

Lump-sum  death  benefit  1,170.00  926.92 
Surviving  spouse  pension      134.28     112.39 

Orphan's  benefits  52.51  52.51 
Combined  pensions 218.06 151.62 

3.  Benefit  Payments  in  Ontario,  June  1979,  ($'000) 
Retirement  pensions  $40,233.3 
Disability  pensions  8,444.6 

Children's  benefits  -  under  18  924.9 

-  18  and  over  246.7 
Lump-sum  death  benefits  1,892.8 
Surviving  spouse  pension  10,945.8 

Orphan's  benefits  -  under  18  2,097.9 

-  18  and  over  656.4 
Conbined  pensions  2,150.4 
Total 67,592.7 

4.  Benefits  as  Per  cent  of  GNP  (Fiscal  year  ending  March  31,  1978) 
Canada  -  . 48  per  cent         Ontario  -  . 26  per  cent 

5.  Benefits  as  Per  cent  of  Federal  Expenditures  (Fiscal  year  ending 
March  31,  1978) 

Canada  -  2.3  per  cent        Ontario  -  1.3  per  cent 

6.  Contributions  (1978-79) 

Canada  -  $2.1  billion        Ontario  -  not  available 

7.  Individual  Maximum  Contribution  (1979) 

Employee  -  $190.80  Self-employed  -  $381.60 

8.  Earnings  Ceiling;  Basic  Exenption  (1979) 
YMPE  -  $11,700  YBE  -  $1,100 

Source  Canada  Pension  Plan,  Statistical  Bulletin,  Special  Edition  1979; 
additional  data  from  Department  of  National  Health  and  Welfare, 
Etepartment  of  Finance. 


140 


TAX  BEI^EFITS   FDR  TOE  ELDERLY 

The  65  and  over  group  is  entitled  to  a  variety  'of  tax-related 
benefits  -  some  of  them  aimed  specifically  at  the  welfare  of  the  eld- 
erly, and  some  of  more  general  application.  Those  with  a  significant 
bearing  on  retirement  incone  are:  incone  tax  exemptions  and  deductions, 
and  Ontario  tax  credits.  Brief  descriptions  follow;  a  more  detailed 
treatment  will  be  found  in  a  later  chapter  (Government  Regulation  - 
Taxation) . 

Income  Tax  Exemptions  and  Deductions 

Married  Exemption 

Persons  supporting  a  spouse  may  claim  a  deduction  amounting  to 
$2,130  (1978)  or  the  difference  between  $2,530  and  the  spouse's  net 
income,  if  less.  In  1976,  the  exemption  was  $1,830,  and  the  total 
claimed  by  tax  filers  65  and  over  in  Canada  was  $328,620,000  -  97  per 
cent  of  this  amount  being  claimed  by  males.  (3)  The  figures  do  not  per- 
mit calculation  of  the  numter  over  age  65  benefiting  iron  the  exemption, 
since  a  spouse  may  be  under  65.  Provincial  breakouts  by  age  are  not 
available. 

Incone  Tax  Age  Exemption 

Persons  aged  65  and  over  may  claim  an  exemption  over  and  above  the 
Basic  Personal  Exemption.  For  the  1978  taxation  year  the  age  exemption 
was  $1,520  (the  basic  exemption  was  $2, 430). (4)  The  exemption  is  trans- 
ferable between  spouses  -  that  is,  any  unused  portion  for  a  spouse  with- 
out taxable  incone  may  be  claimed  by  the  taxpayer  spouse.  In  1976,  the 
latest  year  for  which  tax  data  are  available,  the  age  exemption  was 
$1,310.  Tax  returns  were  filed  by  659,925  persons  age  65  and  over  in 
Ontario,  though  only  177,212  had  taxable  income.  The  total  of  age 
exemptions  claimed  in  Ontario  that  year  was  $865,171,000.(5)  It  could 
be  concluded  that  the  age  exemption  alone  is  responsible  for  removing  a 
sizable  numi>3r  of  parsons  from  the  tax  rolls. 

Pension  Incone  Deduction 

Taxpayers  may  deduct  up  to  $1,000  of  pension  incone,  other  than  Q?^S 
and  CPP,  according  to  certain  criteria.  Since  pension  income  includes 
disability,  survivor  and  early  retirement  benefits,  the  numbers  of  per- 
sons 65  and  over  on  retirement  benefits  cannot  be  isolated.  The  amount 
claimed  by  all  tax  filers  (Canada)  65  and  over  was  $397,027,000,  of 
which  66  per  cent  was  claimed  by  men.  Pension  income  from  other  than 
OAS  and  CPP  sources  represented  15.3  per  cent  of  assessed  incone  of  male 
taxpayers  65  and  over,  and  11.7  per  cent  for  women. (6)  The  exemption  is 
relatively  more  valuable  to  low-incone  taxpayers,  although  the  dollar 
amount  of  saving   is  greater  for  those   in  the  higher  tax  brackets. 
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Interest  and  Dividend  Inccjne  Deduction 

Taxpayers  nay  deduct  up  to  $1,000  per  year  of  interest  received 
frcsn  Canadian  sources  or  dividends  from  taxable  Canadian  corporations, 
or  (since  1978)  capital  gains.  Figures  for  the  1976  taxation  year  show 
that  incone  from  these  sources  is  important  to  those  65  and  over: 

Table  11 

Sources  of  Investment  Incone  of  Tax  Filers  Aged  65 

and  Over,  by  Sex,  1976  (Canada) 

Source  of  income Men Women 

(Per  cent) 
Taxable  amount  of  dividends      4.3      7.4 
Bond  interest  4.2      7.0 

Bank  interest  14.3      20.4 

Mortgage  interest  2.3      3.0 

Incone  fron  trusts  .5      3.2 


The  total  of  deductions  claimed  in  1976  incone  tax  returns  for  per- 
sons 65  and  over  (Canada),  for  major  items,  was  as  follows: (7) 

Age  exemption  $  865,171,000 

Married  exemption  328,620,000 

Pension  incone  deduction  397,027,000 

Interest  and  dividend  incone  deduction  665,270,000 

Wholly  dependent  children,  etc.  21,060,000 


$2,277,148,000 


Ontario  Tax  Credits 


Ontario  residents  are  entitled  to  certain  income  tax  reductions 
(including  refunds  in  some  cases)  based  on  taxable  income.  Although 
only  one  type  of  credit  is  related  specifically  to  age,  the  program  as  a 
whole  is  relevant  to  any  discussion  of  retirement  incone. 

Currently,  four  types  of  tax  credit  are  provided:  Pensioner  Tax 
Credit,  Property  Tax  Credit,  Sales  Tax  Credit,  and  Political  Contribu- 
tion Tax  Credit.  The  amount  of  credit  actually  allowed  in  the  case  of 
the  first  three  is  the  excess  of  these  credits  (in  aggregate)  over  2  per 
cent  of  taxable  incone,  to  a  maximum  of  $500.  Political  contributions 
are  partially  deductible  fron  tax,  on  a  sliding  scale. 

The  tax  credit  program  applies  to  all  residents  of  Cfritario  whether 
they  have  taxable  incone  or  not,  but  application  must  be  made  by  filing 
an  incone  tax  return.  Tax  credits  are  applied  to  reduce  the  provincial 
tax,  and  vihere   the  value  of  the  credits  exceeds  the  tax  payable  a  refund 
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is  made.  An  exception  is  the  Political  Contribution  Tax  Credit,  which 
is  applied  to  reduce  the  tax  payable  but  is  not  otherwise  refundable. 

To  be  eligible,  persons  must  be  resident  in  Ontario  on  December  31 
of  the  taxation  year  and  must  file  an  income  tax  return  whether  or  not 
they  have  taxable  income.  If  temporarily  absent,  the  person  must  file 
an  income  tax  return  as  an  Ontario  resident.  For  persons  moving  out  of 
the  province  permanently,  claims  must  be  prorated  to  the  last  day  of 
residence.  Minimum  age  of  eligibility  for  a  tax  credit  is  16,  provided 
that  person  is  not  claimed  as  a  dependent.  Some  of  the  benefits  are 
transferable  between  spouses. 

Section  6(2)  of  the  Ontario  Incone  Tax  Act  provides  for  the  credit 
program,  which  is  financed  by  the  province  but  administered  by  the 
Department  of  National  Revenue  through  the  personal  incone  tax  system. 

The  four  types  of  credit  are  analyzed  here  as  they  apply  to  Ontario 
residents  age  65  and  over. 

Pensioner  Tax  Credit 

Introduced  in  1973,  the  pensioner  tax  credit  is  the  only  age- 
related  credit.  In  1978  it  amounted  to  $110  per  single  person  or  couple 
as  follows: 

-  any  single  resident  aged  65  and  over; 

-  any  married  couple  resident  in  Ontario  \4iere  coe  spouse  is  aged 
65  or  over; 

-  any  married  couple  \^ere  both  are  aged  65  or  over,  in  which  case 
the  one  having  the  higher  taxable  income  applies. 

In  the  case  of  a  couple  65  or  over  where  neither  spouse  has  taxable 
income,  the  spouse  claiming  a  Property  Tax  Credit  may  claim;  if  no 
Property  Tax  Credit  is  claimed,  either  one  may  claim  the  Pensioner  Tax 
Credit.  Where  only  one  spouse  is  65  or  over,  that  spouse  must  claim  the 
Pensioner  Credit  even  if  the  other  spouse  is  claiming  the  Property  Tax 
Credit.  Since  the  pensioner  credit  is  a  flat  amount,  it  is  relatively 
more  valuable  to  low-incone  seniors,  especially  since  cash  refunds  are 
made.  Note  that  the  amount  actually  deductible  from  tax  is  limited  by 
an  offset  of  2  per  cent  of  taxable  incone  and  a  maximum  of  $500,  applied 
to  the  total  of  tax  credits  (except  political  contributions). 

Property  Tax  Credit 

The  Property  Tax  Credit  applies  to  all  residents  regardless  of  age. 
In  1978  the  formula  was  $180  or  the  Occupancy  Cost,  whichever  was  the 
lesser,  plus  10  per  cent  of  the  Occupancy  Cost.   For  homeowners  the 
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occupancy  cost  is  the  1978  property  tax  paid;  for  tenants  it  is  20  per 
cent  of  the  rent  paid. 

Table  12 

Ontario  Tax  Credits,  1976  Statistics 

1.  Number  of  Recipients  65  and  over  (1976  Taxation  Year) 
Pensioner  Tax  Credit  552,149 
Property  Tax  Credit  265,158 
Rental  Credit  206,050 
Sales  Tax  Credit  607,355 
Political  Contribution  Credit 2,983 

2.  Average  Credit  per  Tax  Filer  65  and  over  (1976) 

Pensioner  $110.00 

Property  tax  326.43 

Rental  313.31 

Sales  tax  36.17 

Political  contribution  31.33 

Total  268.65 

3. 


Amount  of 

:  Credits, 

Persons  65 

and  over  (1976) 

Pensioner 

$  60. 

,736, 

,390, 

.00 

Property 

tax 

86, 

,454, 

,006, 

.58 

Rental 

64, 

,556, 

,781, 

.63 

Sales  taj 

19, 

,969, 

,994, 

.38 

Political 

.  contribution 

92, 

,800. 

.56 

Total 

$231, 

,809, 

,973, 

.15 

Size  of  Credit 

Received,  Persons 

65  and  over  i 

(1976) 

$  0-  9. 

99 

1, 

,236 

10-  24. 

99 

2, 

,208 

25-  49. 

99 

65, 

,776 

50-  99. 

99 

11, 

,095 

100-199. 

99 

96, 

,406 

200-349. 

99 

216, 

,341 

350-499. 

99 

226, 

,627 

500  and 

over 

459 

Credits  to  Persons 

65  and 

Over 

as  Per 

cent  of 

GPP  (1976) 

.03  per  cent 

Source  Ontario  Ministry  of  Revenue. 

Introduced  in  1972  as  the  first  measure  in  the  program,  the  Prop- 
erty Tax  Credit  applies  to  residents  regardless  of  age.  Currently,  the 
amount  actually  deductible  from  tax  is  limited  by  an  offset  of  2  per 
cent  of  taxable  inccme  and  a  maximum  of  $500,  applied  to  the  total  of 
tax  credits  (except  political  contributions). 
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Ihe  credit  applies  only  to  a  principal  residence,  that  is  a  housing 
unit  in  Ontario  which  is  ordinarily  occupied  by  the  claimant;  and  claims 
may  be  made  against  only  one  housing  unit.  Should  residence  change  dur- 
ing the  year,  claims  must  be  in  proportion  to  the  length  of  residence  in 
each  housing  unit. 

In  the  case  of  married  couples  the  spouse  with  the  higher  taxable 
incone  must  claim,  regardless  of  ownership  or  who  pays  the  taxes  or 
rent.  In  cases  where  separate  principal  residences  are  maintained,  each 
may  claim.  In  addition,  persons  occupying  public  housing  or  senior  cit- 
izens' housing  may  claim,  as  may  residents  of  homes  for  the  aged,  nurs- 
ing hxanes,  chronic  care  hospitals  or  similar  institutions.  In  the  lat- 
ter cases  "rent"  means  actual  payments  and  not  subsidies  paid  through 
OHIP  under  the  extended  care  program. 

Sales  Tax  Credit 

In  1978  the  Sales  Tax  Credit  was  1  per  cent  of  total  personal  ex- 
emptions as  shown  in  the  federal  Incane  Tax  return.  Any  resident  over 
age  16  may  apply,  unless  claimed  as  a  dependent  by  another  tax  filer. 
Any  resident  entitled  to  transfer  unused  exemptions  for  education, 
blindness  or  other  disability  to  another  person  may  still  claim  the 
Sales  Tax  Credit.  As  noted  previously  the  amount  actually  deductible 
froTi  tax  is  limited  by  an  offset  of  2  per  cent  of  taxable  income  and  a 
maximum  of  $500,  applied  to  the  total  of  all  tax  credits  except  politi- 
cal contributions. 

Political  Contribution  Tax  Credit 

The  latest  of  the  provincial  credits,  added  to  the  program  in  1975, 
the  Political  Contribution  Credit  is  the  only  portion  not  available  in 
the  form  of  a  cash  refund.  For  1978,  the  formula  was: 

-  75  per  cent  of  the  first  $100  of  total  contributions;  plus 

-  50  per  cent  of  the  next  $450  of  total  contributions;  plus 

-  33-1/3  per  cent  of  the  amount  of  total  contributions  exceeding 
$550, 

the  virtnole  subject  to  a  maximum  credit  of  $500. 

Credits  may  be  transferred  between  spouses,  but  v^^ere  there  is  only 
one  official  receipt  for  a  single  contribution,  the  claim  may  not  be 
split  by  the  couple.  Official  receipts  are  obtained  from  the  chief 
financial  officer  of  a  registered  party,  candidate,  or  constituency 
association  and  apply  to  donations  made  to  such  organization  or  to  a 
registered  candidate  in  a  provincial  election. 
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Table  13 

Ontario  Tax  Credits,  Claimants  65  and  Over  by  Incane,  Taxation  Year  1976 


Property 

Political 

Pensioner 

tax 

Sales  tax 

contribution 

Annual  income 

credit 

credit 

credit 

credit 

(Dollars) 

Under  5,000 

325,639 

267,438 

371,975 

279 

5,000-10,000 

143,757 

129,432 

152,027 

620 

10,000-15,000 

50,808 

48,770 

51,212 

571 

15,000-20,000 

20,128 

20,199 

20,270 

381 

20,000-25,000 

8,386 

8,573 

8,420 

237 

25,000-50,000 

3,315 

5,478 

3,331 

527 

Over  50,000 

116 

554 

120 

348 

Total  552,149     480,444      607,355        2,963 

Source  Data  supplied  by  Ministry  of  Revenue,  Ontario,  Guaranteed  Incane 
and  Tax  Credit  Branch. 

Other  government-sponsored  programs  from  which  those  65  and  over 
benefit  are  based  on  exemptions  or  subsidies  rather  than  cash  transfer 
payments.  As  we  shall  see  in  the  following  section,  these  are  important 
financial  sources  for  many  in  the  senior  population,  and  bear  examina- 
tion on  their  cwn  merit. 


OTHER  GOVERNMENT  BENEFITS 

Ontario  Health  Insurance  Premium  Exemption 

Ontario  is  one  of  three  provinces  requiring  premiums  for  health 
care,  but  premiums  are  waived  for  the  senior  population  and  low-income 
persons.  Those  aged  65  and  over  who  have  resided  in  Ontario  for  the 
previous  twelve  months  may  apply  to  have  premiums  waived  for  themselves 
and  any  dependents.  (8)  The  value  of  this  benefit  to  the  pensioner  is 
$20  per  month  in  the  case  of  a  single  person,  and  $40  for  one  with 
dependents.  Since  the  family  premium  rate  covers  a  spouse  under  65  as 
well  as  any  other  eligible  dependents,  the  available  OHIP  statistics 
cannot  be  matched  with  those  for  the  population  65  and  over.  However, 
the  Ontario  budget  papers  for  1978  reported  that  the  pensioner  premium 
exemption  affected  some  800,000  persons,  at  an  estimated  cost  of  $154 
million  in  the  1977-78  fiscal  year. (9) 

Ontario  Drug  Benefit  Plan 

Prescription  drugs  are  available  without  charge  to  Ontario  resi- 
dents aged  65  and  over.  Persons  eligible  for  the  Old  Age  Security  pen- 
sion automatically  receive  an  Ontario  Senior  Citizens  Privilege  Card  in 
the  month  following  the  month  in  which  they  receive  their  first  pension 
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payment.  The  Privilege  Card  serves  tx)  identify  them  for  the  Drug  Bene- 
fit program.  Those  over  65  not  qualifying  for  OAS  may  receive  a  Drug 
Benefit  Eligibility  Card  upon  application.  Since  this  benefit  is  for 
individuals  only,  a  married  person  aged  65  will  be  entitled  to  free 
prescription  drugs  while  the  spouse,  if  under  65,  will  not.  (A  similar 
benefit  is  provided,  however,  to  social  assistance  recipients.) 

The  Drug  Benefit  program  entitles  residents  of  Ontario  age  65  and 
over  to  free  drugs  which  have  been 

-  prescribed  by  a  duly  qualified  medical  practitioner  or  dentist, 

-  approved  by  the  Minister,  and 

-  purchased  in  or  after  the  month  after  a  person  has  established 
eligibility  for  the  benefit. (10) 

Actual  utilization  by  those  65  and  over  is  not  recorded  separately 
from  that  of  others  covered  by  the  drug  program,  such  as  family  benefit 
recipients  and  patients  in  special  care  institutions.  According  to 
Treasury  estimates  for  1977-78,  some  $73  million  was  the  annual  cost  of 
free  drugs  for  the  750,000  individuals  in  the  65  and  over  group.  (11) 
These  figures  could  be  expressed  as  an  annual  average  of  $97  per  person, 
and  the  monthly  equivalent,  slightly  over  $8,  represents  the  cost  of 
insurance  provided  by  the  government  in  addition  to  the  $20  (single 
person's  premium)  attributable  to  free  CHIP  coverage. 

Housing 

Some  benefits  and  programs  are  aimed  at  selected  groups  within  the 
senior  population,  such  as  home-owners,  students,  low-income  persons, 
and  those  with  limited  mobility.  The  most  conmon  example  of  such  a  pro- 
gram is  in  housing,  v\^ere  all  three  levels  of  government  provide  incen- 
tives to  builders  and  land  developers,  subsidies  or  tax  exemptions  to 
landlords,  arrangments  for  special  nortgages,  and  help  in  feasibility 
and  development  studies.  (12)  Three  main  types  of  assistance  are 
directed  specifically  at  the  needs  of  the  elderly. 

Assisted  Rental  Housing 

Funded  by  federal,  provincial,  and  municipal  governments  and  admin- 
istered by  the  province,  the  Assisted  Rental  Housing  program  provides 
rental  housing  for  lower-income  families  and  senior  citizens.  For  the 
latter  group  the  program  is  geared  to  those  aged  60  and  over  who  are 
capable  of  looking  after  their  cwn  daily  needs,  and  rent  (before  assist- 
ance) ranges  from  20  to  25  per  cent  of  gross  income.  A  point  rating 
system  is  used  for  selecting  needy  applicants;  it  is  based  en  such  fac- 
tors as  length  of  residence  in  the  municipality,  overcrowding  and  pinysi- 
cal  conditions  in  the  present  dwelling,  health  or  medical  factors, 
amount  of  inccme  now  spent  oi  rent,  and  number  of  dependents. 
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Those  older  persons  potentially  eligible  for  rental  assistance  are 
the  25.6  per  cent  of  male  household  heads  65  and  over  and  48.3  per  cent 
of  female  household  heads  in  Ontario  who  rent  accommodation.  While 
renters  are  fewer  in  each  case  than  for  the  population  aged  15-64  (31.1 
and  65.3  per  cent  respectively)  the  notably  higher  proportion  of  women 
renting   is  consistent. (13) 

A  brief  from  the  London  Housing  Authority ( 14 )  shows  demographic 
characteristics  and  income  levels  of  persons  on  the  waiting  list  for 
accanmodation.  Of  the  136  applicants,  24.3  per  cent  vere  under  age  64, 
35.3  per  cent  were  65-69,  and  40.5  per  cent  were  70  or  over.  Applicants 
included  63  single  women,  29  single  men,  and  44  couples.  Income  levels 
are  not  available  by  sex  or  marital  status  but,  overall,  4.4  per  cent 
had  monthly  incomes  of  $210  or  less;  43  per  cent  between  $211  and  $300; 
34.2  per  cent  between  $301  and  $450,  and  18.4  per  cent  between  $451  and 
$600.  The  upper  figure,  $7,200  on  an  annualized  basis,  is  below  the 
guarantee  from  OAS/G IS/GAINS  for  a  married  couple,  both  65  or  over: 
$8,000  per  year  as  of  January,   1979. 

Rental  subsidies  to  landlords  are  available  from  all  three  levels 
of  government  for  existing  housing  units  and  new  units.  Because  of  ris- 
ing costs  the  subsidy  for  new  units  works  out  at  approximately  double 
the  cost  of  existing  units.  The  amounts  provided,  together  with  the 
percentage  of  the  total  monthly  subsidy  for  each  level  of  government 
are: 


Federal    (50  per  cent) 
Provincial    (42.5  per  cent) 
Municipal    (7.5  per  cent) 
Total  subsidy 


Existing  units 

$   62.41 

53.04 

9.36 

$124.81 


New  units 

$120.28 

102.23 

18.04 

$240.55 


No  figures  are  available  for  Ontario  as  a  v\^ole  vdiich  would  permit 
a  per  capita  calculation  of  benefits  for  seniors  from  such  programs;  but 
the  London  experience  is  a  useful  illustration.  The  London  authorities 
have  a  number  of  persons  on  an  inactive  list  for  reasons  such  as  too  few 
points  or  unwillingness  to  move  to  another  part  of  town.  This  latter 
reason  has  been  found  prevalent  in  other  centres,  and  the  present  as- 
sessment is  that  the  demand  for  senior  citizen  housing  in  larger  centres 
is  being  net  by  recent  construction  and  normal  turnover.  This  view  is 
put  forward  in  correspondence  fran  the  Ontario  Housing  Corporation  v^ich 
states : 

"...in  smaller  municipalities  and  in  more  rural  areas  of  the  Prov- 
ince there  appears  still  to  be  some  demand.  This  demand  is  judged 
to  stem  not  so  much  fran  financial  need  but  rather  fran  the  diffi- 
culties experienced  by  many  senior   citizens    in   coping   with    their 
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present  homes,  their  desire  to  be  amongst  pec^le  of  similar  age  and 
the  absence  of  suitable  apartment  houses  within  the  private 
sector." (15) 

In  this  connection  it  should  be  noted  that  subsidies  are  not 
counted  as  income  in  income-tested  support  programs  such  as  GIS  and 
GAINS;  the  consequent  advantage  to  clients  of  such  programs  as 
government-subsidized  housing  should  be  kept  in  mind  when  examining  the 
financial  status  of  senior  citizens. 

Municipal  and  School  Tax  Credit  Assistance 

This  program  is  funded  ^ by  the  province  but  administered  munici- 
pally, and  is  governed  by  an  act  of  the  same  name. (16)  The  program  pro- 
vides assistance  to  homeowners  65  and  over  in  the  form  of  an  annual 
interest-free  loan  of  $150.  No  needs  or  income  test  is  required  in 
order  to  obtain  the  benefit.  The  amount  is  repayable  vtien  the  house  is 
sold,  and  until  then  is  a  lien  on  the  property.  No  figures  are  availa- 
ble to  show  how  many  seniors  in  Ontario  are  benefiting;  but  in  Toronto 
in  1976,   sane  7,052  received  this  credit. 

The  City  of  Tbronto  has  its  own  tax  credit  program  for  seniors  in 
receipt  of  GIS  viho  have  lived  in  the  same  house  for  a  minimum  of  five 
years.  Maximum  credit  is  $100  per  year,  and  in  1976  just  over  700  resi- 
dents received   it.     The  credit  is  not  repayable. 

Municipal  Elderly  Residents'  Assistance 

This  program,  which  is  governed  by  an  act  of  the  same  name  is  ad- 
ministered by  the  province  and  funded  by  those  municipalities  which 
choose  to  participate.  (17)  The  act  permits  municipalities  to  pass  by- 
laws authorizing  special  payments  to  assist  owners,  tenants,  or  builders 
of  residential  property.  No  figures  are  available  for  the  number  of 
recipients  of  such  benefits  or  the  average  amount  of  assistance. 


OTHER  BENEFITS   FOR  THE   ELDERLY 

Sane  government  agencies  and  Crown  corporations  favour  the  senior 
population  with  reduced  fares,  exemptions,  and  other  forms  of  benefit. 
Sane  principal  examples  of  such  policies  in  organizations  owned  or  sup- 
ported by  government  are: 

Transportation 

Air  Canada,  VIA  Rail,  GO  Transit,  and  municipal  transportation  sys- 
tems have  varying  degrees  of  fare  reduction  for  senior  citizens. 
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Entertaininent  and  Amuseinent 

Museums,  historical  sites  and  art  galleries,  Ontario  Place,  the 
Metropolitan  Toronto  Zoo,  CN  Tower,  National  Arts  Centre,  O'Keefe 
Centre,  Ontario  Science  Centre,  and  other  similar  institutions  offer 
free  entry  or  reduced  admission  prices  for  seniors. 

Education 

Universities  and  colleges  frequently  reduce  or  eliminate  tuition 
fees  for  persons  over  65,  and  in  some  cases  the  same  privileges  are  ex- 
tended to  younger  persons  in  the  "retired"  category. 

Recreation 

National  Parks  do  not  charge  admission,  and  camping  fees  in  provin- 
cial parks  have  been  eliminated  for  persons  65  and  over. 

While  in  some  cases  it  has  been  possible  to  estimate  the  numbers  of 
persons  availing  themselves  of  the  services  in  question,  it  must  be  rec- 
ognized that  only  those  with  sufficient  incane  to  pay  part  of  the  price, 
and  sufficient  independence  of  movement  to  get  out  into  the  community 
can  benefit  fron  these  concessions. 


EFFECTIVENESS  OF  GOVERNMENT  PROGRAMS 

Government  programs  provide  a  wide  range  of  benefits  for  the  eld- 
erly. The  combination  of  federal  and  provincial  programs  in  Ontario 
guarantees  a  monthly  income  (January  1980)  indexed  quarterly  to  in- 
creases in  the  cost  of  living,  amounting  to  $371.06  for  an  individual 
and  $722.12  for  a  couple  aged  65  and  over.  A  social  insurance  program, 
the  CPP,  provides  a  maximum  retirement  pension  of  $244.44  a  month 
(1980),  indexed  annually,  as  well  as  survivor  and  disability  benefits. 
All  persons  aged  65  and  over  have  free  OHIP  coverage  and  a  free  drug 
program.  Certain  tax  programs  and  other  benefits  are  available  for  the 
elderly. 

Adequacy 

Assessment  of  the  effectiveness  of  all  these  programs  involves  a 
consideration  of  v^^ether  the  amount  of  incane  guaranteed  by  government 
programs  is  adequate  in  retirement.  The  Commission  examines  that  im- 
portant aspect  in  the  following  chapter.  An  evaluation  of  the  CPP  is 
contained  in  the  Canada  Pension  Plan  volume. 

Coverage 

Assessment  of  the  avail£ability  and  utilization  of  government  pro- 
grams shows  a  high  degree  of  coverage.     As  might  be   expected,    the   uni- 
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versal  OAS  pension  is  received  by  virtually  everyone  aged  65  and  over  - 
99  per  cent  in  Ontario  (1976).  All  who  are  eligible  for  OAS  are  also 
eligible  for  GIS.  In  Ontario,  those  aged  65  and  over  who  are  not  eli- 
gible for  OAS/GIS  may  qualify  for  the  GAINS  program  to  make  up  the 
equivalent  amount. 

The  Old  Age  Security  program  together  with  the  supplements  ensures 
that  many  who  would  be  without  coverage  in  an  earnings-related  system  do 
receive  benefits.  For  example,  the  part-time  worker,  the  woman  who  has 
worked  exclusively  as  a  hone-maker,  the  physically  handicapped,  and  oth- 
ers outside  the  scope  of  earnings-related  arrangements  have  guaranteed 
annual  incones.  Lack  of  regular  work- force  participation  is  not  a  fac- 
tor in  determining  a  person's  right  to  incone  support. 

While  the  number  of  recipients  of  CPP  constituted  38.1  per  cent  of 
OAS  recipients  in  Ontario  in  1977,  the  program's  10  year  phasing-in  pe- 
riod was  only  completed  in  1976.  The  CPP  covered  some  96  per  cent  of 
employed  and  self-employed  workers  in  1976. 

Unlike  most  employment  pension  plans,  the  CPP  covers  part-time 
workers.  Its  design  ensures  that  anyone  v*o  earns  over  the  Year's  Basic 
Exemption  has  access  to  retirement  benefits,  regardless  of  sporadic 
attachment  to  the  work-force,  change  of  employer,  or  full  or  part-time 
status.  Because  of  the  conditions  for  ancillary  benefits,  part-time 
workers  can  qualify  for  survivor  and  disability  benefits  based  on  at 
least  sane  contributions  in  a  certain  number  of  years.  As  a  conse- 
quence, CPP  is  virtually  the  only  source  of  disability  and  survivor 
pensions  for  part-time  workers.  Similarly,  the  plan  provides  coverage 
for  the  self-employed,  many  of  vAnom  otherwise  would  have  no  comparable 
benefits. 

The  Canada  Pension  Plan  was  developed  as  a  response  to  the  lack  of 
coverage,  vesting,  and  portability  in  employment  pension  plans.  Immedi- 
ate vesting  in  the  CPP  ensures  that  persons  with  irregular  attachment  to 
the  work-force  nevertheless  accumulate  pension  credits  and  retain  them 
without  having  to  meet  minimum  service  or  membership  conditions.  Total 
portability  also  responds  to  the  realities  of  Canada's  mobile  work- 
force, such  as  a  climate  v^^ich  dictates  seasonal  work  patterns  in  many 
occupations.  Those  who  suffer  unemployment  at  some  time  during  the 
year,  therefore,  do  not  jeopardize  the  credits  already  earned,  and  will 
continue  building  on  that  base  when  re-employed,  even  with  a  change  of 
location  or  employer. 

Surviving  Spouses 

Recognizing  that  hardship  could  arise  for  wanen  upon  the  death  of  a 
breadwinner  spouse,  the  Canada  Pension  Plan  provided  for  survivor  pen- 
sions (first  payable  in  1968)  -  originally  structured  on  traditional 
lines  so  that  benefits  were  payable  to  widows,  but  not  to  widowers  un- 
less dependent.  That  distinction  was  eventually  removed.  The  survivor 
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benefit  is  based  on  t±ie  age  of  the  surviving  spouse  and  the  presence  of 
children,  on  the  theory  that  it  is  easier  for  a  younger  widow  or  one 
without  children  to  find  gainful  employment.  Also,  in  recognition  of 
the  possibility  that  a  surviving  wife  will  have  some  CPP  retirement  ben- 
efit in  her  cwn  right  as  well  as  C^S  benefits,  the  survivor's  benefit  is 
lowered  slightly  for  those  aged  65  and  over.  By  September  1978  nearly 
89,000  persons  in  Ontario  had  drawn  or  were  drawing  surviving  spouse 
benefits  from  CPP,  for  a  total  expenditure  since  inception  of  the  Plan, 
of  over  $9  million.  (18)  Survivor  benefits  terminate  on  remarriage  but 
may  be  reinstated  in  the  event  of  a  subsequent  termination  of  marriage. 

A  further  recognition  of  the  lack  of  financial  resources  of  sur- 
viving spouses,  particularly  older  women,  is  the  Spouse's  Allowance. 
Incane-tested  benefits  to  a  low-income  couple  where  one  is  an  QAS  recip- 
ient and  the  other  between  60  and  65  meet  the  very  real  need  of  couples 
dependent  on  a  pension  based  on  one  wage-earner.  For  those  who  are  not 
married  to  a  pensioner,  recourse  must  be  had  to  the  provincial  social 
assistance  program  v^ich  provides  a  significantly  lower  level  of  support 
at  ages  under  age  65  than  is  guaranteed  to  persons  65  and  over  by  GAINS 
or  provided  by  the  Spouse's  Allowance. 

Protection  from  Inflation 

The  high  rates  of  inflation  v^ich  the  world  experienced  following 
the  OPEC  decision  to  raise  the  price  of  oil  brought  sharply  into  focus 
the  plight  of  those  living  on  fixed  incomes.  The  transfer  of  income 
away  from  pensioners  and  others  dependent  on  state  aid  to  those  with 
bargaining  power  in  the  market-place  caused  a  re-examination  of  policies 
concerning  the  autanatic  increasing  of  benefits. 

Amendments  in  1974  provided  for  all  federal  social  benefits  (Old 
Age  Security,  Guaranteed  Incone  Supplement,  Family  Allowances,  Veterans' 
Pensions,  Canada  Pension  Plan)  to  increase  fully  for  rises  in  the  Con- 
sumer Price  Index. 

With  the  indexing  of  personal  income  taxes  in  1974  the  Government 
of  Canada  acknowledged  the  revenue  windfall  to  governments  in  inflation- 
ary times.  While  tax  indexing  protected  the  taxpayers,  it  could  provide 
no  relief  to  those  at  the  botton  of  the  econanic  scale  with  little  or  no 
taxable  income.  Pensioners  are  particularly  vulnerable  in  times  of  in- 
flation, especially  those  dependent  on  incone  supplementation  programs  - 
GIS,  SA,  and  GAINS.  Indexing  of  personal  incone  taxes  has  little  or  no 
bearing  on  their  situation.  It  is  only  when  the  direct  payments  to 
recipients  are  indexed  that  their  purchasing  power  can  be  maintained. 

Old  Age  Security 

Indexing  was  first  applied  to  Old  Age  Security  benefits  in  1968, 
using  the  Pension  Index  developed  for  purposes  of  the  Canada  Pension 
Plan.  Annual  escalation  at  first  was  limited  to  2  per  cent,  but  that 
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restriction  was  removed  effective  with  payments  for  January,  1972.  From 
that  time  all  program  benefits  including  GIS  guarantees  and  the  Spouse's 
Allowance  have  been  adjusted  -  quarterly  since  October,  .1973  -  to  re- 
flect the  full  increase  in  the  Consumer  Price  Index.  Adjustments  take 
effect  in  January,  /^ril,  July,  and  October;  each  is  based  on  a  3-month 
moving  average  of  monthly  CPI  figures.  For  example,  the  CAS  pension  of 
$164.74  payable  in  October  through  December,  1978,  was  raised  to  $167.21 
in  January,   1979  by  means  of  the  following  calculation: 

OAS  Pension,  January  1979 

^,    .   ...       CPI  average  for  Aug. /Sept. /Oct.   1978 
>ib4./4  X  ^pj  aye^age  ^^^  May/June/July  1978 

_  cit/i   -7/1        (average:      177.8  +  177.5  +  179.3) 
-  5164. /4  X    (average:      173.6  +  175.1  +  177.7) 

^n  ^  .    -■ .        178 . 2 
=  $164.74  X  Y75~5 

=  $164.74  X  1.015 

=   $167.21 

The  Act  provides  that  in  cases  v^ere  the  Consumer  Price  Index  has 
decreased  over  the  adjustment  period  no  decrease  in  benefits  is  made. 
There  is  no  ceiling  on  increases  to  benefits.  The  same  method  will  be 
used  to  adjust  partial  OAS  pensions  when  they  becone  payable. 

Since  the  Guaranteed  Incane  Supplement  and  Spouse's  Allowance  are 
part  of  the  Old  Age  Security  legislation,  their  indexing  has  been  iden- 
tical, and  supplement  payments  now  rise  each  quarter  for  Consumer  Price 
Index  increases.  In  this  way  the  universal  and  income-tested  programs 
aimed  at  those  most  in  need  are  more  responsive  to  changes  in  the  cost 
of  living  than  the  CPP,  vihose  benefits  are  adjusted  only  once  a  year. 

Guaranteed  Annual  Incone  System 

Because  of  the  nature  of  the  provincial  program,  payments  under 
GAINS  are  not  subject  to  direct  indexing,  although  discretionary  changes 
in  the  amount  of  payment  have  been  made.  However,  in  order  not  to  pe- 
nalize recipients  for  rises  in  OAS/GIS  payments  due  to  inflation,  the 
guarantee  limit  is  raised  each  quarter  to  reflect  the  federal  indexing 
increase.  Thus,  although  the  GAINS  ceiling  increased,  the  maximum  bene- 
fits for  single  persons  and  married  individuals  were  a  constant  $38.88 
and  $52.01,  respectively,  from  January  1976  to  the  end  of  1978,  and 
these  amounts  were  maintained  v*ien  the  federal  GIS  was  raised  by  $20  per 
family  unit  (single  person  or  couple)  in  January  1979.  Subsequently, 
however,  Ontario  implemented  a  modified  system  for  its  quarterly  revi- 
sions in  order  to  maintain  the  same  single/married  ratio  that  had  been 
achieved  with  the  January  1979  revision.  In  brief,  the  single  person's 
benefit  froti  GAINS  remained  at  $38.88    (maximum)  while  the  married    indi- 
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vidual's  benefit  was  adjusted  according  to  the  slightly  higher  dollar 
escalation  received  by  a  single  person  as  a  result  of  the  flat-rate  GIS 
increase.  The  effect  of  this  change  was  to  increase  the  married  (in- 
dividual) benefit  from  $52.01  at  the  beginning  of  1979  to  $54.12  in 
January  1980. 

Canada  Pension  Plan 

According  to  the  original  legislation  all  Canada  Pension  Plan  bene- 
fits in  course  of  payment  were  to  be  adjusted  each  January,  starting  in 
1968,  by  means  of  a  Pension  Index.  Originally  based  on  the  average  CPI 
for  12  months  ending  with  June  and  limited  to  a  2  per  cent  increase  per 
year,  the  index  is  now  calculated  for  12-month  periods  ending  in  October 
and,  more  important,  escalation  is  not  subject  to  an  annual  maximum.  The 
increase  is  applied  in  full  each  January  to  all  monthly  benefits  whose 
payment  commenced  previously,  and  to  the  flat  rate  portion  of  various 
benefits  coTimencing  in  the  current  year. 

A  different  formula  is  used  in  computing  the  Earnings  Index,  which 
is  the  basis  for  an  annual  adjustment  of  the  YMPE  or  earnings  "ceiling." 
Its  purpose  is  to  update  contributions  and  eventual  earnings-related 
benefits.  During  the  ten-year  transition  period  1966  to  1976  the  Pen- 
sion Index  was  to  serve  this  purpose;  afterward,  the  Earnings  Index 
was  to  be  used,  constructed  fron  average  industrial  wages  rather  than 
consumer  prices.  With  accelerating  inflation,  however,  a  2  per  cent 
annual  limit  became  untenable  for  benefit  purposes,  and  at  the  same 
time  resulted  in  a  growing  gap  between  the  earnings  ceiling  and  actual 
average  wages  in  industry.  When  benefit  escalation  was  made  subject  to 
full  CPI  increases  the  Earnings  Index  was,  in  effect,  suspended.  Annual 
YMPE  increases  v^^re  accelerated;  at  present  the  rate  is  12-1/2  per  cent 
per  year,  and  that  will  continue  until  the  YMPE  overtakes  the  Industrial 
Canposite  Wage. 

The  retirement  benefit  is  calculated  as  25  per  cent  of  average  pen- 
sionable earnings  for  the  three  final  years  of  participation  in  the 
Plan.  Consequently,  YMPE  escalation  is  reflected  in  initial  benefits 
fron  January  on.  A  contributor  v*ose  retirement  pension  commenced  any 
time  in  1979,  and  v^ose  contributions  had  been  at  the  YMPE  level,  would 
receive  a  pension  calculated  as  follows: 

YMPE,  final  three  years: 


Average 

25  per  cent  of  average 

Monthly  pension 


1977 

-   $  9,300 

1978 

10,400 

1979 

11,700 

$31,400 

-   $10,466.67 

-   $  2,616.67 

-   $   218.06 
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Because  the  YMPE  at  present  is  escalating  faster  than  inflation, 
the  increase  in  maximum  benefits  from  year  to  year  is  greater  than  the 
CPI-related  increase  for  benefits  already  being  paid.  The  following 
table  shows  maximum  initial  retirement  benefits  in  each  of  the  last  four 
years,  and  the  escalated  amounts  payable  in  subsequent  years: 


Retired  in      Receives  in 

1976     1977     1978  1979 

(Dollars) 

1976  154.86   167.56   180,13  196.34 

1977  -      173.61   186.63  203.43 

1978  -       -      194.44  211.94 

1979  _       -       _  218.06 


Indexing  for  inflation  does  not  apply  to  the  other  programs  dis- 
cussed in  this  chapter.  The  Tax  Credit  program  has  maintained  a  con- 
stant Pensioner  Tax  Credit  amount  and  a  constant  maximum  since  incep- 
tion. Nevertheless  the  major  cash  transfer  programs  to  persons  65  and 
over,  with  the  amendments  of  1974,  have  had  their  purchasing  power 
maintained   in  the  face  of  CPI   increases. 

Role  of  Governnient 

As  we  sav;  in  the  previous  two  chapters ,  governments  have  assumed 
the  leading  role  in  the  provision  of  retirement  income.  Government 
programs  provided  40  to  61  per  cent  of  all  income  in  retirement  (1975). 
The  degree  to  which  the  government  programs  should  be  expanded  and 
improved  will  be  discussed  in  various  contexts  throughout  this  report. 
The  Commission  will  be  examining  in  great  detail  the  role  of  employment 
pensions,  and  conclusions  concerning  the  overall  role  of  government  will 
be  addressed  after  a  study  of  retirement  income  from  non-government 
sources . 
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NOTES 

(1)  J.E.  Cloutier,  The  Distribution  of  Benefits  and  Costs  of  Social 
Security  in  Canada,  1971-1975;  discussion  paper  No.  108,  Economic 
Council  of  Canada  (1978). 

(2)  Section  53.2  of  the  Canada  Pension  Plan  (R.S.C.  1976-77,  c.  36,  s. 
7 )  reads : 

"An  application  in  writing  to  the  Minister  may  be  made  by  or 
on  behalf  of  either  former  spouse  to  a  marriage  or  his  estate 
or  such  person  as  may  be  prescribed  by  regulation  within  3  6 
months  of  the  date  of  a  decree  absolute  of  divorce  or  of  a 
judgment  of  nullity  of  the  marriage,  granted  or  rendered  on  or 
after  January  1,  1978,  for  a  division  of  the  unadjusted 
pensionable  earnings  of  the  former  spouses." 

(3)  Revenue  Canada,  Taxation  Statistics.   Age  breakouts  are  not 
available  for  the  provinces. 

(4)  Income  Tax  Act,  R.S.C,  1970-71-72,  c.  63  as  amended;  Section 
109(1)  9L. 

(5)  Revenue  Canada  Taxation,  Taxation  Statistics,  1978  Edition. 

(6)  Ibid. 

(7)  Ibid. 

(8)  Health  Insurance  Act,  S.O.  1972,  c.  91  as  amended. 

(9)  Ontario  Budget  1978,  Budget  Paper  B,  p.  6. 

(10)  Family  Benefits  Act:  Regulations,  RRO  1970  as  amended  to  August  1, 
1977  -  No.  287. 

(11)  Ontario  Budget  1978,  Budget  Paper  B,  p.  6. 

(12)  See:   Ministry  of  Housing,  Housing  Ontario,  Vol.  21,  No.  8. 

(13)  Statistics  Canada,  Census  of  Canada,  1976,  Cat.  93-804,  Vol.  3. 
The  Census  definition  of  household  head  includes  either  husband  or 
wife. 

(14)  Brief  329:  London  Housing  Authority  Review  of  Analysis  of  "Active 
and  Inactive"  Applications  for  Senior  Citizen  Accommodation,  March 
22,  1978. 

(15)  Letter  to  the  Commission  from  the  office  of  the  Chairman,  Ontario 
Housing  Corporation,  August  14,  1978. 

(16)  The  Municipal  and  School  Tax  Credit  Assistance  Act,  R. S.O.  1970, 
c.  285. 

(17)  The  Municipal  Elderly  Residents'  Assistance  Act  1973,  c.  154  as 
amended. 

(18)  Health  and  Welfare  Canada,  Canada  Pension  Plan  Statistical 
Bulletin,  Vol.  10,  No.  3,  September  1978. 
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Chapter  6 

Adequacy  of  Benefits  from 
Government  Programs 


In  its  terms  of  reference,  the  Commission  was  asked  to  evaluate  the 
"effectiveness  in  terms  of  present  social  and  econonic  circumstances"  of 
"existing  retirement  pension  plans  and  arrangements."  Tb  assess  "effec- 
tiveness" the  Commission  decided  to  look  at  the  "existing  arrangements" 
from  various  aspects:  How  many  people  are  entitled  to  receive  income? 
How  much  is  the  cost  to  society  as  a  v\^ole,  and  to  certain  segments  of 
society,  of  providing  the  income?  What  degree  of  government  interfer- 
ence is  required  to  regulate  the  arrangements?  How  adequate  are  the 
amounts  people  are  now  receiving  from  the  arrangements? 

Our  assessment  deals  separately  with  income  from  government  pro- 
grams, which  were  reviewed  in  detail  in  the  preceding  chapter,  and 
incane  from  employment  pension  plans.  Employment  plans  are  established 
voluntarily  by  employers,  their  terms  and  conditions  vary  widely,  and 
they  affect  only  a  part  of  the  population.  Different  criteria  are 
required  to  evaluate  them;  hence  they  are  dealt  with  in  later  chapters. 
Therefore,  we  have  confined  the  discussion  in  this  chapter  to  the 
adequacy  of  income  now  being  received  by  people  in  Ontario  from 
government  programs  alone. 


WHAT  IS  ADEQUATE? 

Poverty  defined  in  terms  of  an  absolute  standard  is  that  condition 
which  leads  to  "feebleness  resulting  from  insufficient  nourishment." 
Though  such  abject  poverty  is  not  generally  found  in  Canadian  society, 
social  and  charitable  anti-poverty  programs  are  based  on  the  fundamental 
principle  that  no  one  should  be  faced  with  living  in  such  circumstances. 
Beyond  that  minimum  standard,  any  decision  as  to  what  is  adequate  in- 
volves a  value  judgment.  To  define  incane  adequacy,  as  is  often  done. 
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in  terms  of  t±ie  amount  required  to  enable  a  person  to  take  part  in  the 
activities  of  the  community  may  be  appropriate,  but  the  degree  of  parti- 
cipation desired  is  still  subjective,  affected  by  a  person's  health, 
personality,  background,  and  the  other  people  with  whom  activities  are 
shared,  as  well  as  by  economic  circumstances. 

Standards  of  Adequacy  for  Retirement  Income 

What  standard  then  can  we  use  to  assess  the  adequacy  of  retirement 
inccjne?  Everyone  needs  some  income  in  retirement.  Some  will  need  more 
than  others.  It  is  generally  accepted  that  across  society  there  is  some 
acceptable  minimum  income  without  which  no  one  should  be  expected  to 
live,  but  perceptions  of  the  amount  will  be  affected  by  the  anticipated 
income  source.  If  people  believe  that  government  should  provide  a  basic 
retirement  incone,  then  the  amount  is  usually  expected  to  be  lower  than 
if  that  minimum  were  received  as  a  result  of  employment.  Alternatively, 
if  retirement  inccsne  is  to  be  self-provided  there  is  no  agreed-upon  max- 
imum. Often  in  the  discussion  of  the  question,  little  importance  is 
attached  to  these  differing  perceptions,  though  they  are  likely  a  factor 
in  setting  adequacy  levels. 

The  question  of  adequacy  of  retirement  incone  emerged  as  an  impor- 
tant issue  in  the  briefs  submitted  to  the  Commission.  While  their 
prescriptions  and  perceptions  of  an  acceptable  level  of  income  ranged 
broadly,  two  principles  were  enunciated: 

-  There  should  be  some  minimum  floor  of  protection  below  which  no 
person's  income  should  be  permitted  to  fall.  This  minimum 
should  be  guaranteed  by  government. 

-  There  should  be  some  recognition  that  income  after  retirement 
should  bear  a  reasonable  relationship  to  income  before  retire- 
ment, so  that  the  standard  of  living  to  v^^ich  a  person  has  been 
accustomed  during  working  years  can  be  continued.  Opinions 
varied  as  to  how  this  level  of  incone  should  be  attained. 

Some  of  the  briefs  outlined  the  goals  to  be  met  in  establishing  an 
adequate  level  of  income  for  government  programs.  For  example,  the 
Ontario  Association  of  Professional  Social  Workers  argued  that 

"The  retired  person  should  have  sufficient  and  adequate  supplies  of 
food  and  clothing;  he  should  have  an  appropriate  form  of  housing 
accommodation,  depending  on  his  state  of  health,  his  marital  status 
and  his  family  position;  he  should  have  available  a  variety  of  ser- 
vices ranging  from  medical  services  to  recreational  services;  he 
should  have  an  opportunity  to  be  alone  as  well  as  to  be  in  the 
company  of  others  and,  if  possible,  he  should  not  be  forced  into 
either  position  exclusively."  (Brief  136) 
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The  Ontario  Welfare  Council  placed  the  onus  for  maintaining  income 
adequacy  on  the  state,  v\^ich 

"has  a  responsibility  to  ensure  that  its  citizens  of  retirement  age 
continue  to  have  income  adequate  to  maintain  themselves  at  least  at 
a  basic  level  preferably  to  maintain  approximately  the  status  of 
life  they  enjoyed  before  retirement."  (Brief  194) 

Imperial  Oil  Limited  concluded  that 

"There  appears  to  be  some  social  consensus  as  to  the  amount  of 
retirement  incone  that  could  be  considered  'basically  adequate.' 
This  may  be  defined  as  sufficient  to  allow  an  individual  or  couple 
to  live  in  a  decent  and  dignified  manner.  It  meets  physical  needs 
for  food  and  shelter  and  provides  for  public  transportation,  some 
limited  entertainment,  and  social  expenses.  Personal  privacy  and 
independence  in  self-contained  accanmodation  are  included." 
(Brief  289) 

Comments  fron  a  pensioner  survey  conducted  by  the  Kap  Golden  Age 
Club  (Kapuskasing)  are  an  expression  of  pensioners  themselves  of  the 
necessary  ingredients  for  an  "adequate"  lifestyle: 

"1.  While  they  are  able,  all  pensioners  appreciate  being  able  to 
operate  their  cars  so  that  they  can  visit  around  town  and  not 
be  dependent  upon  others  for  transportation  or  the  high  cost 
of  taxi  fare. 

2.  The  ladies  appreciate  being  able  to  get  their  hair  done 
regularly  and  get  new  clothes  periodically  in  order  to  carry 
on  with  normal  grooming. 

3.  Travel  is  an  important  feature,  not  for  personal  pleasure 
necessarily  but  to  visit  children  who  are  usually  scattered 
throughout  the  country.  Visiting  over  the  Christmas  period  is 
therapy  more  than  anything  else  and  pensioners  should  not  have 
to  be  dependent  upon  relations  to  absorb  travel  costs. 

4.  The  main  expenditure  under  the  miscellaneous  category  con- 
sisted of  gifts  to  children,  grandchildren  and  various  rela- 
tives -  again  to  be  able  to  keep  that  very  important  pride  to 
do  one's  bit  on  special  occasions. 

5.  In  order  to  live  gracefully  and  not  "high  on  the  hog,"  many 
pensioners  have  to  regularly  rely  on  savings  (most  of  which 
are  small),  indicating  that  pension  receipts  from  various 
sources  are  insufficient  to  take  care  of  the  normal  day  to  day 
living  costs. 
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6.  The  greatest  fear  of  all  pensioners  is  sickness  and  failing 
health  with  extra  resultant  costs  due  to  transportation, 
specialized  services,  etc.,  and  the  particular  fear  that  poor 
health  has  to  be  related  to  dollars  -  dollars  that  are  kept 
aside  fron  the  days  of  full  earning  power  and  which  a  person 
then  is  reluctant  to  use  for  some  other  necessary  healthy 
activity." 

The  Consumers'  Association  of  Canada  summed  up  a  similar  position 
in  saying  that 

"The  pension  system  should  provide  retirement  income  assurances 
which  not  only  guarantee  an  adequate  minimum  living  standard  to 
everyone,  but  also  permit  people  to  protect  an  accustomed  way  of 
life  in  old  age."  (Brief  311) 

The  Canadian  Institute  of  Religion  and  Gerontology  was  concerned  as 
well  with  the  quality  of  life  of  seniors  in  the  community: 

"We  should  distinguish  the  basic  needs  for  survival  from  the  es- 
sential needs  for  functioning  humanly.  Seniors  should  be  able  to 
contribute  to  community  life,  have  sufficient  money  to  provide 
their  cwn  needs,  control  their  cwn  destiny  and  freely  choose  their 
activities  when  they  are  healthy."  (Brief  174) 

The  Board  of  Trade  of  Metropolitan  Tbronto  reminded  us  that,  along 
with  government  programs,  private  pensions  and  special  programs  contri- 
bute to  retirement  inccHne: 

"We  believe  very  strongly  that  the  Federal  and  Ontario  benefits  are 
at  a  sufficiently  high  level  and  should  not  be  increased  across  the 
board.  If  that  were  done  most  of  the  increases  would  go  to  people 
who  do  not  need  them.  The  replacement  ratios  illustrate  that  re- 
tirees in  Ontario  are  receiving  significant  net  government  pensions 
at  and  below  the  industrial  wage  level.  The  private  pension  indus- 
try fills  the  need  over  this  level  and  any  government  benefits  will 
tend  to  diminish  the  role  of  private  pensions  which  are  an  impor- 
tant source  of  capital  investment  in  this  country.  If  any  increase 
in  the  minimum  benefits  should  at  any  time  be  deemed  necessary,  in 
our  view  this  should  be  by  way  of  an  increase  in  the  CIS  or  GAINS, 
so  that  it  would  be  paid  only  when  needed."  (Brief  199) 

With  the  briefs  in  mind,  our  next  task  was  to  translate  the  princi- 
ples and  goals  of  incore  adequacy  into  some  dollar  amounts  against  v\^ich 
we  could  compare  the  benefits  now  being  received  from  the  government 
programs.  An  outline  of  the  concepts  used  in  the  discussion  follows: 

"adequacy"  -  a  social  judgment  of  the  amount  of  incone  v\^ich  should 
be  paid  by  government  programs  to  allow  a  person  65  and  over  to 
live  in  Canadian  society. 
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"adequacy  level"  -  the  amount  of  inccme  required  for  "adequacy"  in 
1979  for  the  persons  who  retired  at  the  end  of  1978. 

"adequacy  standard"  -  "Adequacy  standard"  is  a  formula  or  base  by 
which  an  "adequacy  level,"  which  is  for  a  particular  year,  can  be 
determined  without  resorting  to  empirical  evidence  in  the  year. 
Thus  the  "adequacy  standard"  could  be  designed  to  reflect  changes 
in  price  and/or  wage  levels  so  that  "adequacy  levels"  for  a  series 
of  years  will  remain  "adequate"  in  changing  conditions. 

"available  income"  -  a  total  of  the  dollar  value  of  various  bene- 
fits received  for  a  particular  year,  including  direct  money  pay- 
ments. For  example  the  presence  of  an  inccme  tax  exemption  which 
results  in  lower  income  taxes  to  be  paid  increases  the  value  of 
direct  money  payments  by  the  amount  of  the  decrease  in  income 
taxes.  For  the  Commission's  purposes  "available  income"  is  the 
total  incone  dollars  received  fron  all  government  old  age  programs 
less  incone  tax  (if  any),  calculated  using  age  65  exemptions  and 
other  applicable  exemptions  and  deductions,  plus  the  value  of  the 
Ontario  Tax  Credits.  The  amount  of  tax  credits  will  vary  with 
individual  circumstances  and  may  result  in  a  direct  cash  refund,  a 
partial  refund  or  a  reduction  of  taxes  to  be  paid. 

A  number  of  other  benefits  and  reductions  could  also  be  con- 
sidered of  value.  For  example,  if  A  receives  $400  a  month  but 
through  rent  subsidization  pays  no  rent,  A  receives  the  same  amount 
of  "available  incone"  as  B  v\^o  receives  $500  a  month  in  direct  pay- 
ments but  pays  rent  of  $100  a  month.  However  the  Commission  has 
decided  not  to  add  value  for  "housing  subsidies"  as  these  are  not 
universally  available.  Nor  was  any  amount  added  in  determining 
"available  incone"  for  the  value  of  free  drug  benefits  or  for  the 
OHIP  premium  waiver  which  now  represents  $20  a  month  to  a  single 
person  and  $40  a  month  to  a  married  couple  though  these  benefits 
are  now  being  received. 

"advocated  adequacy  levels"  -  The  Conmission  considered  a  number  of 
suggestions  fron  various  sources  as  to  what  was  needed  for  "ade- 
quacy" in  1978.  Most  of  these  suggestions  were  stated  in  terms  of 
gross  direct  money  payments.  These  amounts  were  then  indexed  by 
the  Conmission  so  that  the  reference  period  for  all  the  suggestions 
was  uniform.  Many  of  the  groups  in  making  their  suggestions  did 
not  make  it  clear  whether  the  figures  given  were  before  or  after 
incone  tax  so  we  concluded  that  all  were  tefore-tax  figures.  The 
task  then  undertaken  by  the  Conmission  was  the  translation  of  these 
gross  figures  into  an  "adequacy  level"  which  could  be  related  to 
"available  incone."  We  decided  to  equate  the  gross  figures  of  the 
proposals  with  "available  income"  figures  as  this  seemed  to  result 
in  the  most  generous  interpretation  of  the  advocated  amounts. 
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"net  replacement  ratios"  -  Most  people  accept  the  principle  in 
establishing  adequacy  that  there  should  be  a  direct  relationship 
between  pre-retirement  incane  and  income  in  retirement.  Often  the 
measure  of  the  relationship  is  said  to  be  that  post-retirement  in- 
come should  be  70  per  cent  of  gross  pre-retirement  income  to  allow 
continuity  in  the  standard  of  living.  The  Commission  therefore 
calculated  the  relationship  between  pre-retirement  incone  net  after 
tax  at  December  31,  1978  with  post- retirement  "available  income"  at 
January  1,  1979.  This  relationship  is  called  the  "net  replacement 
ratio"  throughout  the  discussion.  The  methodology  for  determining 
the  net  replacement  ratio  is  described  at  the  end  of  this  chapter. 

"Poverty  Lines"  as  Indicators  of  Inccme  Adequacy 

The  Commission  chose  to  begin  its  study  by  examining  minimum  ac- 
ceptable income  levels  defined  by  existing  "poverty  lines."  A  number  of 
tests  of  adequacy  that  have  grown  up  with  the  development  of  social 
programs  have  becone  popularly  known  as  poverty  lines,  though  the  term 
"poverty"  applied  to  them  has  little  relationship  to  the  approach 
adopted  in  determining  the  minimum  level  of  incone  recommended  as  ade- 
quate. Here  we  decided  to  consider  the  better-known  lines  developed  by 
four  different  bodies:  the  Canadian  Council  on  Social  Development,  the 
Senate  Special  Committee  on  Poverty,  Statistics  Canada,  and  the  Social 
Planning  Council  of  Metropolitan  Toronto. 

The  Canadian  Council  on  Social  Development  (CCSD)  ,  which  is  a  na- 
tional non-government  organization  that  promotes  social  policies,  each 
year  prepares  "poverty  line"  figures  based  on  average  Canadian  family 
income  as  determined  by  Statistics  Canada. (1)  The  Council's  approach  is 
outlined  in  its  Canadian  Fact  Book  on  Poverty; 

"Virtually  all  sources  of  incone,  e.g.  interest,  business  profit, 
wages,  unemployment  insurance  benefits,  etc.,  are  included  while 
capital  gains,  inheritances,  and  incone  in  kind  are  excluded.  The 
income  figure  also  represents  pre-tax  incone.  In  calculating  the 
CCSD  lines,  the  average  Canadian  incone  figure  is  considered  repre- 
sentative of  a  family  of  four  (the  average  Canadian  family  size) 
and  the  poverty  line  for  a  family  of  four  is  calculated  as  50  per 
cent  of  the  average  income  figure.  Adjustments  are  then  made  for 
different  size  families,  en  the  basis  of  family  size  income  units. 
(A  family  income  unit  is  considered  to  be  the  annual  amount  neces- 
sary to  sustain  a  dependent  child.) 

"Family  size  adjustment  is  somevs^nat  arbitrary,  but  is  done  on  the 
basis  that  a  family  of  one  has  three  incone  units;  a  family  of  two 
has  five  units;  a  family  of  three  has  six  units;  a  family  of  four 
has  seven  units;  and  so  on. "(2) 

The  Council's  poverty  line  levels  updated  for  1978  were  $4,575 
annually  or  $381  monthly  for  a  single  person  and  $7,625  annually  or  $635 
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monthly  for  a  imrried  couple.  Persons  whose  income  falls  below  these 
levels  are  said  to  be  living  below  the  poverty  line  and  therefore  not 
receiving  adequate  income. 

A  second  set  of  poverty  lines  has  been  derived  by  the  Senate  Spe- 
cial Committee  on  Poverty  frcm  a  formula  similar  to  that  of  the  Canadian 
Council  on  Social  Development  except  for  the  allowances  made  for  income 
taxes  paid  and  for  changes  in  family  size. (3)  The  updated  1978  poverty 
levels  were  $5,300  annually  or  $442  monthly  for  a  single  person  and 
$8,840  annually  or  $737  monthly  for  a  married  couple.  Analysis  of  the 
Senate's  poverty  lines  indicates  that  they  consistently  work  out  to  56 
per  cent  of  average  Canadian  family  income. (4) 

Statistics  Canada,  in  its  low  income  cut-offs,  also  uses  a  "rela- 
tive" approach  for  establishing  a  third  poverty  line,  though  in  contrast 
with  those  of  the  Senate  and  the  Canadian  Council  on  Social  Development 
its  levels  are  related  to  expenditure  rather  than  incone.  Beginning  in 
1961  Statistics  Canada  estimated  that  the  average  Canadian  family  spent 
50  per  cent  of  its  incotie  on  basics  -  food,  clothing,  and  shelter.  The 
agency  deemed  that  anyone  spending  20  per  cent  more  income  than  the 
average  -  or  70  per  cent  -  for  these  basics  was  in  straitened  circum- 
stances. Based  on  1969  Family  Expenditure  Survey  data.  Statistics 
Canada  estimated  in  1973  that  the  average  expenditure  on  basics  had 
dropped  from  the  previous  50  per  cent  to  42  per  cent  of  income.  As  a 
consequence,  the  low  incone  lines  were  dropped  to  62  per  cent  to  main- 
tain the  20  per  cent  differential.  The  revised  low  income  lines  are 
updated  each  year  for  changes  in  the  Consumer  Price  Index.  The  cut-offs 
vary  not  only  with  family  size  but  are  also  the  only  lines  that  reflect 
differences  based  on  geographical  considerations  (Table  1).  There  is 
clearly  a  wide  divergence  between  the  recorded  expenditures  of  those  vdio 
reside  in  large  cities  and  persons  living  on  farms. 

Table  1 

Statistics  Canada  Low  Incoir^  Cut-offs,  by  Family  Size  and  Population  of 

Area  of  Residence,  1978 


Size  of  area  of  residence 


100,000-    30,000-    Under 
500,000+    499,999     99,999     30,000    Rural 


(Dollars) 


Single  person 

4,844 

4,534 

4,403 

(404)(a) 

(378) 

(367) 

Married  couple 

7,020 

6,574 

6,384 

(585) 

(548) 

(532) 

4,050  3,520 

(338)  (293) 

5,871  5,108 

(489)  (426) 


a  Figures  in  parentheses  are  monthly  amounts. 

Source  Statistics  Canada,  Consumer  Income  and  Expenditure  Division, 
special  compilation. 
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with  both  the  poverty  line  approach  and  the  low  income  cut-off  ap- 
proach adequacy  may  or  may  not  be  relevant.  The  determination  that  any- 
one below  a  certain  income  is  living  in  poverty  will  bear  relation  to 
adequacy  only  if  that  level  of  income  itself  is  adequate.  Clearly  the 
whole  method  begs  the  question.  A  similar  criticism  may  be  made  of  the 
low  income  cut-off  method;  however,  because  it  is  based  on  expenditures 
it  probably  bears  more  relationship  to  reality  than  the  incone  approach. 

The  fourth  poverty  line,  which  is  not  a  poverty  line  at  all  but  is 
considered  here  for  convenience,  is  that  of  the  Social  Planning  Council 
of  Metropolitan  Toronto  (SPC) .  The  SPC  acts  as  a  voluntary  social  plan- 
ning organization  in  the  community.  Its  objectives  include  active  citi- 
zen involvement  in  the  analysis  of  social  issues,  the  development  of  so- 
cial policy,  and  the  planning  and  delivery  of  social  services. 

The  SPC  regularly  prepares  Guides  for  Family  Budgeting  and  also 
published  Budget  Guide  for  the  Elderly  in  1976.(5)  The  Guide  sought  to 
establish  a  "standard  of  living  in  terms  of  a  basket  of  goods,  services 
and  outlays  selected  according  to  standards  of  adequacy."  The  SPC  used 
various  committees  of  volunteers  to  select  and  price  the  items  in  the 
basket  of  goods  and  services  deemed  necessary  for  an  adequate  living 
standard.  They  examined  in  detail  the  cost  of  food,  housing,  clothing, 
health,  personal  care,  post-retirement  activities,  transportation,  and 
alcohol  and  tobacco.  The  suggested  income  requirements,  updated  for 
changes  in  the  Consumer  Price  Index,  are  set  out  in  Table  2. 

Table  2 

Social  Planning  Council  of  Metropolitan  Toronto  Incone  Guidelines  for 

Selected  Groups  of  the  Elderly,  1978(a) 

Monthly  income Annually 

Male  homeowner 

using  public  transportation 
Female  renter 

using  public  transportation 
Married  couple  homeowners 

using  private  transportation 
Married  couple  renters 

using  public  transportation 

a  Based  on  SPC  figures  at  mid-point  1976  updated  to  January  1,  1978  for 

increases  to  the  Consumer  Price  Index  over  the  period. 
Source  Social  Planning  Council  of  Metropolitan  Toronto,  Budget  Guide 
for  the  Elderly,  October  1976,  pp.  125-128. 

But  the  budget  approach  has  its  limitations,  as  noted  in  the  Guide: 
"The  aim  of  the  Budget  Guide... is  to  define  a  standard  of  living 
and  expenditure  necessary  to  maintain  physical  and  social  well- 
being  and  a  degree  of  individual  autonomy  consistent  with  changed 
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(Dollars) 

489.74 

5,876.94 

537.78 

6,453.39 

752.20 

9,026.30 

775.10 

9,301.10 

demands  and  expenditures  in  retirement. . . .The  Guide  will  have  lim- 
ited value  as  a  budgeting  tool  for  individual  seniors.  Income  and 
expenditure  records  show  clearly  that  at  least  half  of  the  elderly 
population  has  incomes  below  semi-official  poverty  lines.  This 
budget,  therefore,  or  any  other  v\^ich  projects  expenditure  above 
subsistence  levels  is  bound  to  exceed  the  resources  of  a  very  large 
part  of  this  population. "(6) 

A  further  qualification  is  that  these  are  optimum  figures  developed 
for  persons  living  in  the  largest  urban  centre  in  Ontario.  We  are  not 
aware  of  any  similar  standard  for  those  in  smaller  centres  and  rural 
areas  where  costs  for  some  elements  in  the  budget  may  be  lower. 

We  did  not  find  any  of  the  so-called  "poverty  lines"  very  helpful 
in  measuring  income  adequacy.  The  Canadian  Council  on  Social  Develop- 
ment and  the  Senate  Special  Committee  on  poverty  both  set  their  lines  in 
relation  to  average  Canadian  family  income.  Arbitrarily,  anyone  earning 
less  than  50  per  cent  of  the  average  Canadian  income,  adjusted  for 
family  sizes,  is  considered  "poor"  regardless  of  the  dollar  amount  of 
incone  and  its  purchasing  power.  The  Statistics  Canada  approach,  though 
geared  to  expenditures  rather  than  income,  suffers  from  the  same 
arbitrary  averaging  in  determining  that  a  person  is  "poor,"  according  to 
family  size,  depending  on  the  percentage  of  income  spent  on  food, 
clothing,  and  shelter.  The  Budget  Guide  on  the  other  hand  attempts  to 
determine  required  income  on  the  basis  of  need  but  the  Social  Planning 
Council  admits  that  its  assessment  of  need  does  not  take  into  account 
actual  levels  of  incone  available  to  many  Canadians. 

Other  Income  Maintenance  Programs  as  Indicators  of  Income  Adequacy 

Leaving  the  poverty  lines  aside,  we  then  inquired  how  base  amounts 
for  support  payments  were  determined  in  other  government  incone  mainten- 
ance programs. 

The  Minimum  Wage 

One  of  the  oldest  income  programs  in  Ontario,  the  minimum  wage,  was 
introduced  in  1920  to  provide  a  "living  wage"  for  women  and  girls  at  a 
weekly  rate  of  $12  based  on  the  average  minimum  requirements  of  female 
workers  in  industry.  Today,  the  minimum  wage  applies  to  both  male  and 
female  employees;  and  revisions  take  into  account  cost  of  living 
changes,  average  hourly  manufacturing  earnings,  minimum  wages  in  compet- 
ing jurisdictions,  various  "poverty  lines,"  the  state  of  the  economy, 
and  Ontario's  competitive  position. (7) 

Workmen's  Compensation 

Established  in  1914,  the  Ontario  Workmen's  Compensation  program 
compensates  workers  who  experience  occupational  injury  and  disease  re- 
sulting in  total  or  partial  disability,  for  the  duration  of  their  disa- 
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bility.  Benefits  are  based  on  75  per  cent  of  average  weekly  earnings 
for  total  disability,  or  the  reduction  in  earnings  for  partial  disabil- 
ity. The  maximuni  earnings  are  $16,200  and  the  maximum  rate  of  compensa- 
tion is  $233.66  per  week.  Earnings  replacement  rather  than  need  is  the 
criterion  for  this  program. (8) 

Guaranteed  Incatie  Supplement 

This  federal  government  program  was  enacted  in  1966  to  assist 
persons  who  would  receive  minimal  or  no  CPP  benefits  and  to  relieve  pov- 
erty of  the  elderly.  The  maximum  supplement  was  originally  designed  to 
be  40  per  cent  of  the  basic  OAS  pension.  The  original  OAS/GIS  benefits 
equalled  the  means-tested  social  assistance  benefits  prevailing  in  1967. 
(9)  Benefits  are  now  indexed  to  the  cost  of  living.  An  increase  imple- 
mented in  1979  was  weighted  in  favour  of  the  single  pensioner  in  recog- 
nition of  a  greater  need  relative  to  married  pensioners.  The  original 
40  per  cent  ratio  has  now  disappeared  as  benefits  have  been  increased; 
but  there  does  not  now  appear  to  be  any  stated  level  used  in  determining 
the  adequacy  of  these  benefits. 

Uneitployment  Insurance 

Like  Workmen's  Compensation  the  basis  for  this  program  is  short- 
term  earnings  replacement,  based  on  a  proportion  of  previous  earnings. 
The  weekly  rate  of  benefit  is  now  60  per  cent  of  the  claimant's  average 
insurable  earnings  for  the  last  20  weeks  of  insurable  employment .  The 
maximum  insurable  earnings  ($265  per  week  in  1979)  are  adjusted  yearly 
with  the  percentage  rise  in  the  earnings  index. (10) 

Family  Benefits 

In  Ontario,  Family  Benefits  payments  are  made  to  needy  families  and 
individuals  based  on  "budgetary  requirements."  Maximum  allowances  are 
determined,  and  adjustments  take  into  account  factors  such  as  accommoda- 
tion, disabilities,  and  family  size.  The  maximum  benefit  is  $520  per 
month  for  a  family  of  four  and  $20  per  month  for  each  additional  member 
except  in  the  case  of  blind  or  disabled  persons,  recipients  of  GAINS,  or 
residents  of  nursing  homes. (11) 


GAINS 

Ontario's  Guaranteed  Annual  Income  System  guarantees  pensioners  in 
Ontario  a  minimum  level  of  income  adequate  to  cover  basic  needs.  Vari- 
ous poverty  lines  are  examined  to  determine  guaranteed  income  levels. 
These  levels  are  increased  to  reflect  the  periodic  indexing  of  OAS  and 
GIS.(12) 

Differences  among  the  criteria  used  to  set  inccme  levels  in  govern- 
ment programs  show  that  there  are  many  ^proaches  to  setting  a  level  for 
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income  adequacy.  The  results  reflect  the  judgment  of  those  who  deter- 
mine the  factors  to  be  considered,  the  weight  to  be  given  each  of  these 
factors,  and  the  level  ultimately  set.  Because  no  single  criterion  was 
found,  the  Commission  decided  to  adopt  an  empirical  approach  to  set  an 
adequacy  level  based  on  all  the  evidence  available  to  it.  The  following 
section  gives  details  of  the  evidence  we  heard,  our  resolution  of  a 
suitable  level  to  be  achieved  by  government  retirement  income  programs 
in  1979,  and  our  suggestions  for  the  establishment  of  one  basic  standard 
against  v\^ich  social  assistance  levels  can  be  measured. 


EVIDENCE  OF  INCOME  ADEQUACY 

In  our  quest  for  a  realistic  level  of  income  from  government 
programs,  we  examined  representative  proposals  from  three  different 
sources:  the  Consumer  Survey  carried  out  for  the  Coranission,  the  Social 
Planning  Council  for  Metropolitan  Toronto,  and  the  Ontario  Advisory 
Council  on  Senior  Citizens.  Use  of  their  suggestions  provided  us  with  a 
wide  perspective  on  the  question  of  income  adequacy.  The  Consumer 
Survey  results  indicated  the  perceptions  of  what  income  would  be  ade- 
quate across  the  Ontario  population;  the  Ontario  Advisory  Council's 
figures  were  based  on  the  experience  of  senior  citizens;  and  the  Social 
Planning  Council's  estimates  were  derived  from  a  sociological  measure- 
ment of  needs.  Further  perspective  was  added  by  the  broad  range  of 
incomes  suggested  in  other  submissions  to  the  Commission,  and  in  an 
especially  pertinent  brief  presented  by  the  Kap  Golden  Age  Club  of 
Kapuskasing,  outlining  expenditure  patterns  among  its  membership. 

The  minimum  acceptable  income  figures  proposed  ranged  from  a  low  of 
$320  a  month  for  a  single  person,  suggested  by  a  St.  Catharines  woman, 
(13)  to  a  high  of  $824  a  month  for  a  married  couple  advocated  by  the 
Social  Planning  Council  for  Metropolitan  Toronto. (14)  The  Ontario 
Advisory  Council  on  Senior  Citizens  recommended  that  income  from  govern- 
ment sources  alone  be  $372  to  $425  monthly  for  a  single  person  and  $638 
a  month  for  a  married  couple  living  together.  (15 )  As  reproduced  here 
the  amounts  advocated  in  the  briefs  have  been  adjusted  to  reflect  in- 
creases in  the  Consumer  Price  Index  between  the  time  of  the  writing  of 
the  briefs  and  September  1978,  when  the  Commission's  Consumer  Survey  was 
being  conducted.  In  this  way  the  amounts  proposed  by  the  three  sources 
we  examined  in  detail  are  comparable. (16) 

Answers  to  the  Consumer  Survey  represent  perceptions  of  the  Ontario 
public  in  the  fall  of  1978.  The  respondents  were  asked:  "By  today's 
standards,  ^^^at  do  you  feel  is  the  minimum  total  monthly  income  that 
would  be  adequate  for  one  person  over  65  living  alone  and  two  people 
over  65  living  together?"  (Question  17a).  Their  responses  varied  from 
under  $200  to  over  $1,500  per  month  for  a  single  person,  although  the 
amounts  suggested  averaged  $517  per  month  for  a  single  person  and  $786 
monthly  for  two  people  living  together.  The  amount  of  income  the  re- 
spondents perceived  as  adequate  differed  between  major  areas  and  smaller 
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centres.  However,  as  the  Commission  found  that  a  regional  assessment  of 
adequacy  would  be  too  difficult  to  implement,  our  discussion  deals  with 
the  province  as  a  whole. 

Three  conclusions  can  be  drawn  from  an  analysis  of  these  advocated 
amounts.  First,  the  levels  of  incane  adequacy  in  the  several  sugges- 
tions show  remarkable  consistency  and  may  therefore  represent  a  range 
generally  acceptable  to  the  community  at  large.  Second,  the  income  fig- 
ures advocated  are  generally  higher  than  the  "poverty  lines"  discussed 
earlier  in  this  chapter.  It  will  be  recalled  that  the  Budget  Guide  for 
the  Elderly  was  a  proposal  based  on  needed  expenditures  rather  than  a 
poverty  line.  Third,  the  principle  that  a  person  living  alone  needs 
more  than  one-half  of  the  income  required  by  a  married  couple  living 
together  stands  out  markedly.  The  various  income  levels  advocated,  the 
poverty  lines,  and  the  relationship  between  the  suggested  requirements 
for  a  married  couple  living  together  and  a  single  person  living  alone 
are  ccanpared  in  Table  3. 

Table  3 

Advocated  Levels  of  Income  Adequacy  and  Various  Poverty  Lines 


Ratio  of 

single  to 

Single 

Couple 

married 

Monthly 

Annually 

Monthly 

Annually 

level 

(Dollars) 

(Per  cent) 

Consumer  Survey (a) 

517 

6,204 

786 

9,432 

65.8 

Ontario  Advisory  Council 

on  Senior  Citizens(b) 

399 

4,782 

638 

7,656 

62.5 

Social  Planning  Council 

of  Metropolitan  Toronto 

(Renters) (c) 

572 

6,860 

824 

9,887 

69.4 

Senate  poverty  line(d) 

442 

5,300 

737 

8,840 

60.0 

Canadian  Council  on  Social 

Development  poverty 

line(d) 

381 

4,575 

635 

7,625 

60.0 

Statistics  Canada  low 

incane  cut-off  1978(e) 

403 

4,844 

585 

7,020 

69.0 

Figures  rounded. 

a  Survey  carried  out  in  the  fall  of  1978. 

b  Figures  as  of  the  end  of  1977;  increased  for  6.3  per  cent  change  in  the 

Consumer  Price  Index  from  December  1977  through  August  1978.  Figures 

for  single  pensioners  represent  the  mid-point  of  the  suggested  ranges  of 

$372  to  $425  monthly  and  $4,464  to  $5,100  annually. 
c  Figures  from  Table  2  (January  1978)  adjusted  for  increase  in  the  CPI  of 

6.3  per  cent  (December  1977  through  August  1978). 
d  Updated  1978  figures.  Based  en  1978  average  data, 
e  Areas  with  population  of  500,000  and  over.  For  other  areas  see  Table  1. 

Based  on  1978  average  data. 


169 


The  brief  presented  by  Kap  Golden  Age  Club  containing  the  results 
of  a  survey  of  twenty-four  respondents  from  its  membership  showed  gen- 
eral agreement  with  the  income  levels  advocated;  it  agreed  that  single 
pensioners  required  more  income  than  each  person  in  a  married  couple , 
and  went  one  step  further  to  provide  a  detailed  breakdown  of  the  kinds 
of  expenditure  that  pensioners  could  be  expected  to  make.  (17)  It  is 
informative  to  quote  extensively  from  the  brief: 

"In  order  to  establish  what  a  realistic  pension  should  be,  we  car- 
ried out  a  confidential  survey  amongst  our  members  and  found  the 
following  manthly  expenditures  presently  being  incurred: 


"Single  Pensioner 


Low     High     Average 


$  72 

$178 

$125.00 

100 

150 

125.00 

15 

44 

29.50 

8 

40 

24.00 

10 

120 

65.00 

5 

16 

10.50 

10 

50 

30.00 

Accommodation  (including  fuel, 

utilities,  telephone) 
Food 
Clothes 
Entertainment 
Travel 
Emergency 
Miscellaneous 
Total  $220      $598      $409.00 

"It  should  be  noted  that  the  low  column  is  unrealistic  as  it  repre- 
sents the  lowest  expenditure  in  each  category  in  the  total  sampling 
and  not  any  cne  individual  for  all  categories;  similarly  the  high 
column  is  higher  than  any  cne  individual  because  it  is  a  composite 
sample  based  on  highest  category  figures  submitted.  The  average 
undoubtedly  is  close  to  the  'real'  expenditures  per  category  and 
per  person.  This  is  substantiated  by  averaging  the  total  expendi- 
tures of  all  of  the  results  which  came  out  to  $374  monthly,  thus 
somewhere  between  $374  and  $409  appears  to  be  the  average  required 
expenditure  per  single  pensioner  in  Kapuskasing. 

"Couples 

Low        High      Average 

Accommodation 

Food 

Clothes 

Entertainment 

Travel 

Emergency 

Miscellaneous 

Total  $620.00       $861       $740.50 


$167.50 

$191 

$179.25 

257.50 

300 

278.75 

60.00 

100 

80.00 

30.00 

75 

52.50 

25.00 

70 

47.50 

30.00 

50 

40.00 

50.00 

75 

62.50 
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"The  average  of  t±e  totals  of  all  of  the  returns  was  $690,  thus 
somewhere  between  $690  and  $740.50  appears  to  be  the  average  re- 
quired expenditure  for  a  couple  on  pension  in  Kapuskasing.  We  are 
of  the  opinion  that  no  one  should  have  to  live  on  a  below  average 
subsistence,  thus  the  average  figures  derived  from  our  survey  would 
appear  to  be  a  realistic  minimum."  (Brief  357) 

Using  the  levels  shown  in  Table  3  as  guidelines  for  income  adequacy 
the  Commission  undertook  an  assessment  of  the  total  amount  being  paid  to 
the  elderly  in  Ontario  fran  government  programs  at  January  1,  1979. 


ADVOCATED  LEVELS  COMPARED  WITH  GOVERNMENT  BENEFITS 

Methods  of  Comparison 

Having  decided  that  the  advocated  adequacy  levels  should  be  taken 
as  advocated  levels  of  "available  income"  the  Canmission  used  two  meth- 
ods to  compare  the  total  of  payments  and  benefits  of  existing  government 
programs  with  the  advocated  levels. 

Comparison  of  Dollar  Amounts 

The  first  method  was  simply  to  compare  the  dollar  amount  of  "avail- 
able incone"  now  being  received  against  the  amounts  advocated.  The  re- 
sult indicates  whether  the  principle  of  a  minimum  floor  of  protection  is 
being  achieved. 

Net  Replacement  Ratio 

The  second  method  was  to  compare  the  ratio  of  "available  incone"  in 
retirement  to  after-tax  pre-retirement  incone.  Available  income  as  of 
January  1,  1979  was  calculated  by  taking  government  program  benefits 
(OAS,  CIS,  CPP,  and  GAINS)  at  that  date,  adding  Ontario  Tax  Credits,  and 
deducting  incone  tax.  The  resulting  amount  was  then  compared  with  1978 
after-tax  pre-retirement  income.  This  method  served  to  test  whether 
incone  after  retirement  tore  a  reasonable  relationship  to  income  before 
retirement. 

Both  methods  of  comparison  were  used  for  a  range  of  pre-retirement 
incones  that  are  representative  of  the  earnings  of  people  who  rely  on 
government  programs  for  the  major  portion  of  their  retirement  income  and 
to  show  differences  arising  from  marital  status.  Four  gross  incone  lev- 
els were  used:  Level  1  represented  a  non-worker  who  received  family 
benefits  of  $2,472  in  1978;  Level  2,  a  worker  who  earned  the  minimum 
wage  of  $5,688;  Level  3,  a  worker  who  earned  at  the  year's  maximum  pen- 
sionable earnings  under  the  CPP  (YMPE)  -  $10,400;  and  Level  4,  a  worker 
who  earned  the  average  industrial  wage  (AIW)  in  1978  -  $13,746.  Four 
marital  status  categories  were  considered:  single;  married  with  a 
spouse  under  age  60;  married  with  a  spouse   aged   60   to  64;    and  married 
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with  a  spouse  aged  65  or  over.  A  full  description  of  the  method  used  in 
the  calculations  and  of  how  net  incomes  were  derived  is  contained  at  the 
end  of  this  chapter.  Table  4  summarizes  the  various  advocated  levels, 
and  Table  5  shows  the  net  replacement  ratios  -  sixteen  in  all  -  for  the 
several  incane  levels  and  marital  categories. 

Table  4 

Summary  of  Advocated  Levels  of  Adequacy  and  Pov- 
erty Lines  (Annual)  frcsn  Table  3 


Advocated  Levels 

Single     Couple 

(Dollars) 

Consumer  Survey 

6,204       9,432 

Ontario  Advisory  Council 

on  Senior  Citizens 

4,782       7,656 

Social  Planning  Council 

of  Metropolitan  Toronto 

( Renters ) 

6,860       9,887 

Poverty  lines 

Single      Couple 

(Dollars) 
Senate  Poverty  Line         5,300      8,840 
CCSD  Poverty  Line  4,575      7,625 

Statistics  Canada  low 

incone  cut-off   (cities 

500,000  and  over)  4,844      7,020 


Results  of  Comparison 

Looking  first  in  Table  5  at  the  Level  1  non-worker  whose  pre- 
retirement incone  is  derived  fron  social  assistance  programs,  we  see  a 
dramatic  rise  in  total  dollars  except  in  the  category  "married,  spouse 
under  60"  and  we  find  high  replacement  ratios  in  all  categories.  From 
the  replacement  ratio  one  might  suppose  either  that  pre-retirement 
assistance  is  grossly  inadequate  or  that  post- retirement  income  is 
excessive.  Therefore  a  word  of  caution  is  in  order  about  the  net  re- 
placement ratio  approach:  when  assessing  the  ratios  it  is  necessary  to 
look  at  the  dollar  amounts.  Clearly,  a  ratio  of  150  per  cent  may  not  be 
"excessive"   if   it  is  based  on  a  very  low  pre-retirement  incone. 

Comparing  post-retirement  dollars  for  a  single  non-worker,  which 
provide  a  replacement  ratio  of  166.8  per  cent,  with  the  lowest  of  the 
three  representative  minimums  advocated  to  the  Commission,  $4,782  an- 
nually, we  see  that  the  single  non-worker  is  below  this  level  by  $317 
annually  or  $26  a  month.  In  conparison,  the  married  couple  both  age  65 
with  a  net  replacement  ratio  of  181.1  per  cent  receive  an  income  that 
more  than  meets  the  lowest  minimum  advocated,  but  falls  short  of  the 
other  two  advocated  levels  by  more  than  ^^1,000  a  year.  The  married 
couple  both  65  are  well  above  the  poverty  1  nes  discussed   above  except 
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for  that  of  the  Senate  Coimiittee  while  the  single  person  is  below  all  of 
these  poverty  lines. 

From  Table  5  we  also  see  that  except  for  the  married  couple  where 
the  spouse  is  under  60,  the  replacement  ratios  are  lower  for  the  worker 
at  the  minimum  wage  than  for  the  non-worker,  though  the  married  couple 
both  age  65  at  Level  2  receive  145.3  per  cent  of  pre-retirement  net 
inccsme,  and  the  amount  this  couple  receives  ($8,403)  meets  the  lowest 
minimum  advocated  and  well  exceeds  all  of  the  poverty  lines  except  that 
of  the  Senate  Committee.  The  replacement  ratio  for  the  Level  2  single 
worker  drops  below  100  per  cent,  and  in  dollar  terms  is  below  the  lowest 
of  the  minimums  advocated  (mid-point  of  low  range)  by  $42  a  year  or 
$3.50  a  month.  Replacement  ratios  for  Level  3  and  Level  4  workers  are 
all  less  than  100  per  cent  in  both  single  and  married  categories;  but 
none  of  the  dollar  amounts  in  any  of  the  categories,  except  for  the 
couple  v\tiere  the  spouse  is  under  60,  falls  below  the  lowest  of  the  mini- 
mums  advocated. 

Comparing  the  positions  of  all  four  categories  of  retirees  in  the 
table  we  note: 

-  Within  each  income  level ,  except  Level  1  where  the  spouse  is 
under  60,  replacement  ratios  for  married  persons  are  higher  than 
those  for  single  persons. 

-  There  is  considerable  disparity  both  in  ratios  and  dollars  be- 
tween the  incomes  of  married  couples  having  a  spouse  under  60  and 
the  other  married  couples. 

-  There  is  no  consistent  degree  of  difference  among  the  levels  be- 
tween the  single  and  married  income  dollar  amounts  or  replacement 
ratios  within  an  income  level. 

Having  looked  at  the  "poverty  lines,"  the  three  representative  ade- 
quacy levels  advocated,  the  net  replacement  ratios  of  existing  levels  of 
"available  incone,"  and  approaches  to  adequacy  used  by  other  government 
programs,  the  Commission  then  had  to  decide  what  would  be  a  suitable  and 
adequate  level  of  incone  fron  government  programs  for  Ontario  residents 
65  and  over  beginning  January  1,  1979.  The  Commission  recognized  there 
might  be  some  discrepancy  between  figures  set  for  the  fall  of  1978  and 
the  beginning  of  1979  but  was  satisfied  that  any  discrepancy  would  not 
be  large  enough  to  affect  the  validity  of  its  reconmended  levels. 


THE  COMMISSION'S  RECOMMENDED  ADEQUACY  LEVELS 

The  Commission  found  no  sound  basis  in  principle  for  choosing  one 
level  of  adequacy  from  among  the  levels  proposed.  It  therefore  turned 
to  the  enpirical  evidence  it  had  received.  At  the  hearings  and  in  the 
briefs  there  were  no  major  complaints  frcm  any  quarter  that  retired  mar- 
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ried  couples,  both  aged  65  or  over,  were  in  difficult  straits.  From 
Table  5  we  see  that  except  for  a  married  couple  at  all  levels  where  one 
spouse  is  under  60  and  a  Level  1  married  with  spouse  60-64,  all  married 
couples  were  receiving  more  than  the  levels  advocated  by  the  Ontario 
Advisory  Council,  and  those  represented  by  the  poverty  lines,  except  for 
that  of  the  Senate  Conmittee,  but  not  as  much  as  advocated  by  the  Con- 
sumer Survey  and  the  Social  Planning  Council.  The  married  couple  both 
65  at  Level  2  (minimum  wage)  were  receiving  $8,403  with  a  replacement 
ratio  of  145.3  per  cent.  Consequently,  the  Commission,  from  the  evidence 
available,  has  no  reservation  about  accepting  this  level  as  adequate  and 
in  using  this  as  a  pivotal  amount  for  assessing  the  adequacy  of  govern- 
ment programs. 

At  this  point  the  relationship  between  single  persons  and  married 
couples  must  be  considered.  Of  all  the  government  income  support  pro- 
grams for  those  65  and  over  cnly  the  OAS  pension,  which  is  a  universal 
payment,  treats  recipients  as  separate  and  distinct  individuals  regard- 
less of  their  marital  status.  In  all  other  programs  except  GAINS,  the 
marital  unit  is  used  as  the  basis  for  calculations  and  the  single  person 
then  receives  sanething  other  than  half.  In  its  assessment  the  Commis- 
sion applied  the  principle  that  a  single  person  requires  more  than  one- 
half  the  amount  of  income  required  by  a  married  couple.  The  reality  un- 
derlying this  principle  is  that  the  married  couple  shares  accommodation 
and  food  costs.  The  Commission  estimated  the  costs  of  a  single  person 
to  be  about  one-sixth  higher  than  for  a  spouse  in  the  married  unit. 

Table  3  indicates  that  the  ratio  between  minimums  advocated  for 
single  persons  and  married  couples  ranges  between  60  and  69  per  cent, 
thus  confirming  the  opinion  that  a  single  person  needs  more  than  half 
the  amount  required  by  a  married  person  living  in  a  marital  unit.  But 
in  the  Commission's  opinion  it  would  not  be  sufficient  merely  to  assign 
the  single  person  a  percentage  of  the  amount  paid  to  a  married  person. 
Rather,  we  decided  that  the  only  way  to  guarantee  that  the  income  of  a 
single  person  would  not  fall  below  an  adequate  level  would  be  to  start 
with  an  adequate  amount  specifically  for  the  single  person.  Then  an 
adequate  amount  for  both  persons  of  a  married  couple  could  be  determined 
by  formula  from  this  base.  However,  since  we  were  working  from  the 
pivotal  figure  of  $8,403  for  a  married  couple,  to  find  a  level  for  a 
single  person  we  initially  had  to  apply  the  Commission's  approach  in 
reverse  and  consider  the  result  empirically.  In  this  way  we  found  a 
level  produced  for  a  single  person  fron  the  pivotal  figure  as  follows: 

Married  couple  "available  income"    $8,403  annually 
Single  "available  inccsne"  required 

8,403/2  -  4,201.50 
+1/6  of  4,201.50  =    700.25 

$4,901.75  or  $408  monthly 

In  order  to  overcome  the  limitations  of  this  method  of  determining 
the  level  of  adequacy  for  a  single  person,  we  assessed  the  adequacy  of 
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$4,902  for  a  single  person  against  the  three  advocated  levels.  This 
step  was  particularly  important  in  the  light  of  considerable  evidence 
that  single  persons  aged  65  and  over,  of  whom  the  majority  are  women, 
were  not  receiving  sufficient  income.  From  Table  4  we  see  that  $4,902 
is  above  all  the  recommended  levels  proposed  by  the  Consumer  Survey  and 
the  Social  Planning  Council;  it  is  also  above  the  poverty  lines  except 
for  that  of  the  Senate  Committee,  and  is  at  the  top  of  the  range  shown 
in  the  Kapuskasing  survey.  $4,902  is  58  per  cent  of  the  married  cou- 
ple's $8,403.  Had  we  taken  a  60  per  cent  ratio  the  single  amount  would 
have  been  $5,042  or  $420  monthly.  The  range  is  such  that  the  Commission 
on  enpirical  grounds  accepted  $4,902  as  a  minimum  with  60  per  cent  as  a 
ratio  vi^ich  could  be  utilized  in  future  assessments.  In  summary,  there- 
fore, the  Commission  decided  that  $4,902  annually,  or  $408  monthly, 
represented  an  adequate  level  for  a  single  person.  The  Commission  con- 
cluded that  adequate  levels  of  "available  income"  at  January  1,  1979  for 
those  65  or  over  in  Ontario  from  government  programs  are: 


Monthly 

Annually 

Single  person 

$408 

$4,902 

Married  couple 

both  65 

700 

8,403 

Applying  the  Commission 

's  Recoiiuiiended  Adequacy  Levels 

Using  these  levels  to  assess  the  adequacy  of  actual  "available  in- 
come" as  shown  in  Table  5,  we  found  that  there  is  a  need  to  increase  the 
amounts  now  being  received  by  single  persons  at  both  non-worker  and  min- 
imum wage  levels  and  also  the  amount  for  the  non-worker  married  couple, 
both  of  whom  are  over  65.  At  all  the  other  income  levels,  government 
programs  provide  more  than  our  adequacy  levels  for  both  single  persons 
and  married  couples  hxith  aged  65. 

There  are  some  anomalies,  however,  among  the  married  couple  cate- 
gories. For  example,  benefits  paid  to  persons  aged  65  with  spouse  under 
age  60  and  to  persons  aged  65  with  spouse  age  60-64  did  not  reach  the 
$8,403  we  have  adopted  as  the  adequacy  standard  for  a  married  couple 
both  65;  though  for  Level  1  and  Level  2  workers,  the  net  replacement  ra- 
tios were  well  over  100  per  cent  in  these  categories  with  one  exception. 
There  are  three  major  reasons  for  the  differences  among  the  married 
categories.  First,  vvtien  both  are  aged  65,  both  spouses  receive  OAS  and 
have  increased  income  tax  exemptions  that  can  be  transferred  from  spouse 
to  spouse,  thus  reducing  tax  payable  and  increasing  their  "available  in- 
come." Second,  the  Spouse's  Allowance  program  provides  special  payments 
for  a  low-income  pensioner  whose  spouse  is  between  60  and  65  so  that 
couple  may  receive  the  equivalent  of  the  C^^/GIS  for  the  couple  aged  65, 
though  their  "available  income"  will  be  lower  since  they  cannot  yet 
benefit  from  the  age  exemption  for  income  tax  purposes.  Third,  for  the 
person  with  a  spouse  below  age  60,  the  design  of  the  Old  Age  Security 
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programs  assumes  either  that  the  spouse  will  be  in  the  work-force  or 
that  income  supplementation  comes  from  other  social  assistance  programs. 

The  Canmission  has  sane  reservations  about  the  differentials  cre- 
ated by  the  Spouse's  Allowance.  The  program  has  often  been  attacked  for 
the  unequal  treatment  of  unmarried  and  widowed  persons  aged  60  to  64 
conpared  with  those  in  the  same  age  group  having  spouses  65  and  over. 
Some  consideration  should  also  be  given  to  the  differences  in  kjenefits 
paid  to  the  latter  group  and  the  person  aged  65  whose  spouse  is  below 
age  60.  Looking  at  these  three  categories  in  terms  of  income  adequacy, 
there  seems  no  logic  on  which  to  base  the  present  distinctions.  We  can 
only  suggest  that  the  Spouse's  Allowance  may  have  been  conceived  to  rem- 
edy the  inequities  and,  like  so  many  patchwork  measures,  has  only  cre- 
ated more.  Ihus,  the  CoTmission  favours  a  phasing  out  of  the  Spouse's 
Allowance  program  to  eliminate  the  inequities  between  married  persons 
and  unmarried  persons  between  60  and  65,  and  between  the  married  couples 
eligible  for  the  Spouse's  Allowance  and  the  couple  in  vitiich  one  partner 
is  over  65  and  the  other  is  below  60.  The  problem  of  need  for  all  per- 
sons under  65  would  then  be  handled  by  other  social  assistance  programs. 

Another  anomaly  is  that  the  income  fron  government  programs  for  the 
Level  1  married  couple  with  spouse  under  60  amounts  to  less  than  what  we 
consider  adequate  for  a  single  person  at  age  65.  Consistency  would  seem 
to  require  an  increase  in  benefits  for  this  marital  category.  However, 
we  believe  there  is  sane  justice  in  expecting  that  the  spouse  under  60 
will  be  in  the  wDrk- force  and  that  the  income  shown  for  the  unit  is 
actually  understated.  Granted,  the  single  person  is  probably  relatively 
better  off  than  the  married  person  with  a  spouse  under  age  60  who 
benefits  only  from  additional  exemptions  from  income  tax.  But  the 
Commission  believes  this  situation  reflects  the  usual  difference  between 
a  single  worker  and  a  married  worker  whose  spouse  does  not  work,  and 
does  not  reconmend  altering  this  relationship. 

A  further  question  in  our  consideration  of  income  adequacy  is 
whether  there  should  be  some  constant  relationship  between  replacement 
ratios  for  single  and  married  people.  Looking  again  at  Table  5  we  see 
that  the  married  couple  both  aged  65  whose  pre-retirement  income  was  at 
the  AIW  (Level  4)  has  a  75.4  per  cent  replacement  ratio,  while  the  sin- 
gle WDrker  at  that  level  has  a  ratio  of  only  50  per  cent.  It  is  here 
that  the  usefulness  of  the  net  replacement  ratio  approach  breaks  down. 
It  would  be  fallacious  to  assume  that  the  single  worker  should  also  have 
a  replacement  ratio  of  75.4  per  cent,  since  in  dollar  terms  he  would 
then  receive  an  amount  far  above  the  minimum  standard  for  adequacy.  On 
this  basis  there  is  no  useful  relationship  between  replacement  ratios 
for  single  and  married  persons.  Nor  is  there  any  reason  to  consider  the 
relationship  of  incone  among  the  single  persons  at  various  wage  levels 
or  among  the  married  units  with  different  wage  levels. 

A  special  problem  arises  v*en  the  replacement  ratios  exceed  100  per 
cent.  Table  5  shows  that  married  couples  both  65  who  were  family  bene- 
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fit  recipients  (Level  1)  before  they  became  eligible  for  Old  Age  Secu- 
rity have  much  more  "available  incane"  in  retirement  (181.1  per  cent). 
Similarly,  the  married  couple  both  65  whose  previous  earnings  were  at 
the  minimum  wage  level  have  higher  "available  incane"  (145.3  per  cent). 
But  some  of  the  figures  for  married  units  are  misleading,  since  at  age 
65  a  formerly  non-earning  spouse  becones  entitled  to  an  Old  Age  Security 
pension,  thereby  adding  greatly  to  family  incane  at  the  lower  levels  and 
in  turn  pushing  up  the  ratio.  We  believe  that  society  agrees  that  re- 
placement ratios  for  those  at  lower  incane  levels  should  be  higher  than 
for  those  at  higher  incane  levels.  It  also  seems  to  be  accepted  that 
ratios  approaching  100  per  cent  for  those  with  low  incomes  are  proper, 
even  allowing  for  reduced  expenditure  after  retirement  for  transporta- 
tion, food,  and  clothing.  However,  the  question  remains  whether  there 
is  justification  for  a  benefit  structure  that  will  produce  benefit 
ratios  of  more  than  100  per  cent. 

From  our  study  we  have  learned  that  age  65  represents  a  benchmark 
for  government  programs  and  a  demarcation  in  social  attitudes. (19)  Most 
government  programs,  as  well  as  many  private  schemes,  come  into  effect 
when  a  person  reaches  that  age.  At  that  time  as  well,  any  vestiges  of 
stigma  that  may  attach  to  welfare  and  government  support  vanish  as  soci- 
ety expresses  its  desire  to  provide  a  basic  incane  for  all  at  65  whether 
worker  or  non-worker.  Indeed,  some  argue  that  seniors  should  receive 
more.  For  exanple,  76.6  per  cent  of  respondents  in  the  Consumer  Survey 
believed  that  "government  assistance  to  people  over  65  years  of  age 
should  be  increased." 

The  difficulty  with  this  notion  is  that  it  fails  to  recognize  that 
needs  and  the  ability  to  fulfil  them  will  continue  to  vary  among  this 
group  just  as  they  did  before  the  "magic"  age  of  65.  In  addition,  the 
Ontario  Association  of  Professional  Social  Workers  has  sounded  a  warning 
note  about  the  divergence  in  treatment  for  those  65  and  over  and  those 
who  are  younger,  contrasting  as  a  case  in  point  the  position  of  the 
"working  poor" : 

"Elderly  persons  in  Ontario  do  not  merely  obtain  financial  support. 
They  also  receive  membership  in  the  Ontario  Hospital  Insurance  Plan 
(OHIP)  without  payment  of  premiums;  they  receive  a  variety  of  pre- 
scription drugs  without  direct  payment;  and  they  may  receive  trans- 
portation, recreation,  and  other  personal  services  at  reduced  or 
little  cost. 

"Social  workers  would  in  no  way  wish  to  denigrate  the  benefits  that 
accrue  to  needy  retired  persons,  particularly  those  beyond  the  age 
of  65.  Nevertheless,  we  are  painfully  aware  of  the  fact  that  the 
amounts  of  money  are  well  beyond  the  total  family  income  of  many 
families  v^^ere  one  or  both  parents  are  working  to  support  them- 
selves and  one  or  more  dependent  children.  These  members  of  the 
group  known  as  the  'working  poor'  often  earn  less  than  the  afore- 
mentioned $7,200  per  annum,  (20)  particularly  if  a  principal  wage 
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earner  is  at  t±ie  minimum  wage  in  Ontario,  which  is  now  $2.65  per 
hour. (21)  Moreover,  the  families  of  the  'working  poor'  do  not  re- 
ceive free  membership  in  OHIP  without  direct  payment  (unless  they 
are  fortunate  enough  to  be  memfc)ers  of  a  group  that  has  a  collective 
agreement  whereby  the  employer  pays  all  or  part  of  the  required 
premiums).  Certainly  they  do  not  receive  prescription  drugs 
without  payment  or  other  services  mentioned  previously  at  reduced 
costs. 

"It  is  not  argued  that  discrimination  exists  on  behalf  of  low  in- 
cone  pensioners  or  retired  persons  because,  we  repeat,  we  have  no 
wish  to  reduce  their  relatively  adequate  circumstances.  Neverthe- 
less, a  serious  element  of  inequity  has  been  introduced  into  the 
income  structure  of  large  numbers  of  Ontario  residents  and  we  would 
contend  (although  it  may  be  beyond  the  terms  of  reference  of  the 
Royal  Conmission)  that  it  is  the  'working  poor'  whose  financial  and 
other  support  services  must  be  strengthened.  We  would  argue  fur- 
ther that  the  present  situation  creates  feelings  of  antagonism  to- 
ward pensioners  and  retired  persons  in  Ontario.  The  possibility  of 
a  'backlash'  directed  against  retired  persons  is  surely  a  matter  of 
concern  for  the  Conmission." (Brief  136) 

In  setting  its  adequacy  levels  the  Conmission  has  been  mindful  of 
just  this  sort  of  potential  criticism.  We  believe  that  the  levels  we 
reconmend  for  1979  are  not  so  generous  as  to  encourage  individuals  to 
adopt  a  course  that  will  leave  them  dependent  on  government  programs 
alone.  Wfe  do  not  find  net  replacement  ratios  excessive  merely  because 
they  exceed  100  per  cent.  As  we  have  pointed  out,  there  are  limitations 
to  the  usefulness  of  the  net  replacement  ratio  approach.  In  areas  v\*iere 
the  replacement  ratios  are  very  high,  use  of  an  absolute  dollar  assess- 
ment shows  that  the  amounts  of  "available  incone"  are  not  out  of  line. 
However,  there  should  be  some  consistency  through  all  government  assist- 
ance programs  both  before  and  after  age  65.  There  are  a  number  of  other 
government  programs  in  Ontario  such  as  Family  Benefits  and  Workmen's 
Compensation  v^hich,  like  programs  for  senior  citizens,  are  based  on  a 
perceived  standard  of  adequacy.  It  is  the  Conmission's  telief  that  all 
government  programs  should  tend  towards  the  adoption  of  one  standard  of 
adequacy.  When  considering  mimimum  adequacy  we  can  see  no  justification 
for  different  levels  for  those  65  and  over  and  those  under  65.  The 
"poverty  lines"  discussed  earlier  do  not  make  any  such  distinction.  The 
Social  Planning  Council,  however,  specifically  directs  its  budgeting  to 
those  65  and  over  and  establishes  its  reconmended  levels  for  adequacy  on 
this  basis.  The  Commission  is  not  convinced  that  the  needs  of  those  65 
and  over  are  so  different  fron  those  under  65  that  a  different  set  of 
adequacy  levels  is  required.  A  standard  suitable  for  determining  ade- 
quacy levels  should  apply  to  all  types  of  beneficiaries  and  should  re- 
flect economic  conditions  affecting  all  the  people  of  Ontario  at  the 
time  that  standard  is  applied. 
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A  STANDARD  OF  ADEQUACY 

Throughout  our  assessment  of  adequacy  of  benefits  from  government 
programs  in  this  chapter  we  have  discussed  "levels"  of  adequacy  and  have 
shown  how  the  Commission  arrived  at  a  "level  for  adequacy"  it  could  re- 
commend for  assessing  benefits  being  paid  at  January  1,  1979.  This 
level  is  our  judgment  based  on  empirical  evidence  of  v^at  is  adequate  in 
Ontario  today.  In  contradistinction  to  this  "level"  we  found  no  "stan- 
dard" of  adequacy  now  being  used  v^ich  was  suitable  now  or  for  the  fu- 
ture. Judgments  based  on  empirical  evidence  are  useful  to  keep  in  touch 
with  reality  but  something  more  easily  and  quickly  available  is  required 
for  overall  government  policy  decisions.  As  already  mentioned,  the  ra- 
tionale for  setting  levels  of  various  government  benefits  reveals  a  lack 
of  any  consistency  or  standard.  Having  considered  a  number  of  alterna- 
tives, the  Ccmmission  commends  to  the  government  the  minimum  wage  as  a 
suitable  standard  of  adequacy.  It  is  the  one  standard  we  have  found 
that  specifically  takes  into  account  the  means  a  person  must  have  to 
live  in  Ontario  society. 

The  Minimum  Wage  as  a  Standard  of  Adequacy 

The  minimum  wage  is  particularly  suited  to  be  the  basis  for  deter- 
mining the  levels  of  government  support  programs:  it  is  based  on  stan- 
dards of  adequacy  for  people  living  in  Ontario;  it  reflects  economic 
conditions  in  the  province;  and  it  is  subject  to  the  direct  scrutiny  of 
the  Legislature,  v\tiich  can  alter  the  rate  in  response  to  public  pres- 
sure. An  empirical  level  such  as  we  set  could  be  adjusted  to  the  Con- 
sumer Price  Index  in  the  short  run,  but  over  time  it  will  fall  behind  in 
terms  of  productivity;  therefore  a  standard  of  some  type  is  preferable. 

The  Honourable  Bette  Stephenson,  then  Minister  of  Labour,  explains 
how  the  government  determines  the  minimum  wage  level  in  Ontario: 

"Present-day  minimum  wage  revisions  are  made  v\^enever  it  is  consid- 
ered that  increases  in  the  cost  of  living  have  caused  excessive  de- 
terioration in  the  real  income  of  low-wage  workers. 

"Average  hourly  manufacturing  earnings  in  the  province  are  exam- 
ined, as  are  minimum  wages  in  other  competing  jurisdictions  and  the 
level  of  benefits  for  vi^ich  individuals  and  families  would  be  eli- 
gible under  the  general  Welfare  Assistance  programme.  Various 
agencies'  'poverty  lines'  are  also  studied  to  note  their  relation- 
ship to  the  minimum  wage.  More  general  considerations,  such  as  the 
state  of  the  econony,  the  possible  effects  on  Ontario's  ccampetitive 
position,  and  special  requirements  of  certain  industries  in  the 
province,  all  play  a  role  in  the  development  of  minimum  wage  lev- 
els. No  specific  'formula'  is  used  in  the  calculation  of  a  rate 
for  recommendation  to  Cabinet,  but  the  recommendation  is  based  on 
the  conbined  evidence  of  all  these  indicators." (22) 
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The  minimum  wage  was  originally  a  weekly  rate  that  varied  by  geo- 
graphic zones  based  on  population  density.  By  January  1969  the  zones 
had  been  dropped  and  the  minimum  wage  was  stated  as  an  hourly  amount. 
Taking  the  most  populous  zone  and  recasting  all  figures  on  an  hourly 
basis  we  find  the  minimum  wage  in  Ontario  has  increased  from  $1  in  1963 
to  $3  in  1979: 

June  30,  1963  $1.00 

January  1,  1969  1.30 

October  1,  1970  1.50 

April  1,  1971  1,65 

February  1,  1973  1.80 

January  1,  1974  2.00 

October  1,  1974  2.25 

May  1,  1975  2.40 

March  15,  1976  2.65 

August  1,  1978  2.85 

January  1,  1979  3.00 

For  the  same  period  during  v^ich  the  minimum  wage  has  tripled,  the 
rise  in  consumer  prices  has  reduced  the  purchasing  power  of  the  dollar 
to  something  less  than  half  its  former  value.  The  minimum  wage  has  thus 
reflected  productivity  gains  as  well  as  cost-of-living  increases. 

Application  of  the  Minimum  Wage 

If  we  were  to  use  the  minimum  wage  as  the  standard  of  adequacy,  how 
would  the  results  compare  with  present  levels  paid  to  the  elderly  by 
government  programs?  It  is  absolutely  essential  to  note  that,  while  the 
minimum  wage  is  a  gross  income  amount,  our  recoTimendations  are  concerned 
with  a  standard  for  "available  income."  The  resultant  figures  should  be 
interpreted  as  the  amounts  of  "available  income"  required  from  govern- 
ment payments  to  ensure  income  adequacy,  and  not  as  the  gross  income 
needed  to  meet  that  standard. 

In  the  use  of  this  standard,  other  benefits  must  be  taken  into  ac- 
count in  the  same  way  as  for  the  net  replacement  ratio  analysis.  The 
single  person  should  not  receive  the  adequacy  incane  for  the  year  deter- 
mined fron  the  adequacy  standard  in  gross  payments  from  OAS,  GIS,  and 
GAINS,  but  should  instead  receive  this  amount  in  combined  "available  in- 
cane" fron  the  government  programs,  the  additional  benefits  fron  Ontario 
Tax  Credits,  and  incane  tax  savings  fran  age-related  exemptions. 

Applying  the  minimum  wage  as  an  adequacy  standard  we  would  assume 
that  each  person  at  65  was  entitled  to  a  replacement  percentage  of  the 
minimum  wage  of  say  70  per  cent(23),  and  that  a  single  person  would  re- 
quire, in  addition,  a  food  and  shelter  allowance  equivalent  to  one-sixth 
of  the  married  rate.  As  of  January  1,  1979,  the  minimum  wage  in  Ontario 
was  $3  an  hour.  The  number  of  hours  taken  to  constitute  a  normal  year 
by  Statistics  Canada  is  2,080.  Thus  a  person  working  a  full  year  at  the 
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minimum  wage  would  earn  a  gross  income  of  $6,240.  Using  $6,240  as  the 
base  for  determining  the  minimum  level  of  income  adequacy  the  Commis- 
sion's formula  would  work  out  as  follows: 

70  per  cent  replacement  gross  pre-retirement  income 

Married  couple,  both  age  65     2  x  $6,240  =  $12,480 

70  per  cent  of  $12,480  =  $8,736 
or  $728  monthly 

Single  person  age  65  1/2  of  $8,736  =  $4,368 

+  1/6  of  $4,368  =    728 

$5,096 
or  $425  monthly 

The  resulting  levels  are  above  those  advocated  by  the  Ontario 
Advisory  Council  on  Senior  Citizens.  They  are  also  higher  than  the 
empirical  level  determined  by  the  Commission  for  January  1,  1979  though 
still  below  the  levels  recommended  by  the  Social  Planning  Council  of 
Metropolitan  Toronto  and  by  the  respondents  in  the  Consumer  Survey,  and 
below  the  Senate  Committee's  poverty  line.  However  the  Commission 
considers  the  level  determined  empirically  for  January  1,  1979  adequate 
and  would  not  move  to  a  minimum  wage  standard  at  this  time.  We  merely 
canmend  its  use  on  some  basis  in  establishing  a  future  standard  of 
adequacy  for  all  social  assistance  programs  in  Ontario. 

While  the  minimum  wage  seems  suitable  in  many  ways  for  this  pur- 
pose, some  adjustments  may  be  necessary.  We  would  have  to  recognize, 
for  instance,  that  the  minimum  wage  does  not  rise  in  step  with  the  Con- 
sumer Price  Index  year  by  year.  Therefore,  some  consideration  would 
have  to  be  given  to  making  interim  adjustments  to  the  adequacy  standard 
from  time  to  time  in  line  with  increases  in  the  Consumer  Price  Index. 
This  does  not  mean  that  the  minimum  wage  itself  need  be  adjusted,  but 
merely  that  the  adequacy  standard  based  on  it  could  increase  indepen- 
dently until  such  time  as  the  minimum  wage  was  changed  and  a  new  income 
standard  could  be  set.  In  this  way,  no  undue  pressure  need  be  exerted 
to  increase  the  minimum  wage  merely  to  reflect  a  need  for  increasing  the 
adequacy  standard  because  of  high  rates  of  inflation,  though  presumably 
similar  pressure  would  be  exerted  to  raise  the  minimum  level  for  labour- 
related  reasons. 

It  may  be  that  the  adequacy  standard  should  not  increase  automati- 
cally either  with  changes  in  the  Consumer  Price  Index  or  the  minimum 
wage.  If  the  minimum  wage  were  adopted  as  the  basis  for  determining  an 
adequacy  standard,  any  increase  in  the  standard  could  be  the  subject  of 
government  assessment  based  on  a  balance  of  econonic  and  social  factors 
affecting  the  province  at  the  time  the  standard  is  to  be  changed.  For 
example,  the  position  of  social  assistance  programs  in  relation  to  the 
minimum  wage  could  be  monitored,  and  action  taken  to  increase  the  levels 
of  social  assistance  only  when  they  fell  below  the  minimum  wage  by  a 
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certain  percentage.  In  setting  the  base  for  social  programs  care  must 
be  taken  to  consider  carefully  just  how  much  of  the  Gross  Provincial 
Product  can  be  allocated  to  the  needs  of  those  requiring  assistance.  Use 
of  the  minimum  wage  as  the  base  for  an  adequacy  standard  would  help  to 
avoid  the  danger  of  setting  levels  in  isolation  from  econoriic  realities. 


DETERMINING  ELIGIBILITY  FDR  GOVERNMENT  BENEFITS 

Scsne  problems  remain  after  a  standard  of  adequacy  has  been  deter- 
mined. One  area  that  requires  particular  scrutiny  is  that  of  eligibil- 
ity for  benefits.  While  the  OAS  is  a  universal  payment  for  those  aged 
65,  other  government  programs  are  income- tested  and  are  intended  to  pro- 
vide a  degree  of  income  adequacy.  Some  of  the  current  regulations  allow 
inequities  to  creep  into  the  system.  For  example,  in  assessing  eligi- 
bility for  the  Guaranteed  Income  Supplement  from  the  previous  year's 
income,  every  source  as  defined  by  the  Income  Tax  Act  is  totalled  except 
for  amounts  received  from  government  social  welfare  programs,  certain 
gifts,  and  a  few  other  specific  benefits  listed  in  our  earlier  discus- 
sion of  the  GIS  program.  (24)  Similar  income  sources  are  excluded  in 
assessments  of  eligibility  for  GAINS.  (25)  The  difficulty  is  that  the 
exclusion  of  some  benefits  -  in  particular,  Vtorkmen's  Compensation  pay- 
ments, family  allowances,  and  war  veterans'  pensions  -  results  in  an 
understatement  of  actual  "available  income"  to  such  an  extent  that  the 
whole  idea  of  a  base  or  floor  income  for  those  in  need  is  undermined. 

Serious  inequities  exist,  for  example,  between  persons  who  are  re- 
ceiving the  full  Guaranteed  Income  Supplement  and  GAINS,  and  those  who 
receive,  in  addition  to  these  benefits,  a  Workmen's  Compensation  pen- 
sion. Based  on  the  current  $16,200  earnings  ceiling  under  the  Ontario 
Workmen's  Compensation  Act,  the  maximum  compensation  is  now  $233.66  per 
week,  or  $12,150  annually.  These  payments  are  designed  as  income  re- 
placement and  therefore,  in  terms  of  "available  incone"  provided  by  tax- 
payers and  by  employers  through  contributions  to  the  fund,  there  is  an 
unnecessary  duplication  of  social  payments.  Coupled  with  the  fact  that 
Workmen's  Compensation  payments  are  not  taxable  as  income,  the  situation 
of  a  person  aged  65  on  full  Workmen's  Compensation  is  well  out  of  line 
with  our  social  goal  of  adequacy. 

Table  6 

Gross  Incone  from  Government  Old  Age  Assistance 

Programs   and  Workmen's   Compensation   Maximum 

Benefit 


Single  pensioner 

Married 

i  both 

65 

(Dollars) 

OAS 

2,006 

4, 

,013 

GIS 

1,647 

2, 

,740 

GAINS 

467 

1, 

,248 

WCB 

12,150 

12, 

.150 

Total 

16,270 

20, 

,151 
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Because  these  payments  seem  to  us  to  be  excessive  we  are  of  the 
opinion  that  governments  should  take  action  to  see  that  these  double 
payments  are  stopped.  Public  monies  intended  to  provide  for  the  basic 
needs  of  a  person  should  not  be  wasted  in  duplication  of  benefits.  We 
appreciate  that  there  will  always  be  some  leakage  to  undeserving  persons 
in  any  social  security  system,  but  we  consider  that  the  exclusion  of 
Workmen's  Canpensation  payments.  Family  Allowances,  and  War  Veterans 
Pensions  from  income  tests  creates  unnecessary  double  payments  and 
places  a  needless  burden  on  the  taxpayer.  This  situation  points  up  the 
danger  of  a  canplex  system  of  social  security  that  does  not  have  one  un- 
derlying principle  for  determining  benefits.  We  also  realize  that  much 
of  the  administration  of  the  social  security  system  falls  within  federal 
jurisdiction,  but  we  believe  that  the  Province  of  Qitario  has  sufficient 
bargaining  power  to  take  some  action  towards  stopping  underlying  inequi- 
ties in  the  system.  While  it  might  be  preferable  to  rationalize  social 
security  programs  throughout  Canada,  Ontario  is  in  a  position  to  make 
specific  changes  now  through  its  GAINS  system. 


ADJUSTMENT  THROUGH  THE  GAINS  PROGRAM 

The  GAINS  program  was  discussed  in  detail  in  Chapter  5.  Here  we 
consider  the  role  of  GAINS  in  accanplishing  the  two  goals  the  Canmission 
sees  as  essential  for  the  improvement  of  government  assistance  to  those 
65  and  over: 

-  To  redress  the  present  inequity  between  single  and  married  per- 
sons by  acknowledging  that  a  single  person  living  alone  requires 
more  than  one  half  of  the  amount  required  by  each  person  in  a 
married  unit. 

-  To  raise  the  levels  of  assistance  now  being  paid  frcsn  government 
programs  to  the  level  of  adequacy  perceived  necessary  to  live  in 
Ontario. 

In  its  deliberations  that  led  to  the  choice  of  GAINS  as  the  vehicle 
for  attaining  these  goals,  the  Commission  examined  two  other  possible 
alternatives:  raising  OAS  pensions  or  increasing  GIS  payments.  Both 
would  involve  federal-provincial  negotiations.  The  former  was  rejected 
on  the  grounds  that  this  approach  would  do  nothing  to  solve  the  inequit- 
able situation  faced  by  single  pensioners  and  would  be  a  wasteful  ap- 
proach to  guaranteeing  incane  adequacy,  since  no  needs  test  for  eligi- 
bility for  payment  would  be  required.  The  Caiimission  also  decided  that 
the  second  approach  would  be  inappropriate,  though  conceding  that  the 
GIS  program  has  now  attempted  to  recognize  the  higher  income  needs  of 
the  single  pensioner.  ( 26)  If  the  adequacy  level  proposed  by  the 
Commission  reflects  a  proper  level  for  the  whole  of  Canada  we  would 
prefer  to  see  payments  increased  for  all  eligible  Canadians,  as  it  could 
be  unwise  to  create  too  large  disparities  among  the  levels  set  in  the 
various  provinces.  However,  five  of  the  other  provinces  have  already 
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adopted  legislation  similar  to  GAINS;  therefore  it  may  be  this  is  the 
preferred  approach  in  light  of  differing  standards  of  living  among  the 
provinces  and  differing  resources  available  for  social  programs. (27) 

In  the  end,  increasing  GAINS  benefits  seemed  to  the  Commission  to 
be  the  most  efficacious  way  of  guaranteeing  income  adequacy  for  those 
aged  65  and  over  in  Ontario.  This  approach  is  entirely  within  the  con- 
trol of  the  provincial  government  and  could  therefore  be  instituted 
without  undue  delay  and  conplications.  It  also  can  be  linked  to  general 
economic  conditions  in  Ontario  and  to  the  levels  provided  by  other  so- 
cial assistance  programs  in  the  province. 

In  addition,  the  GAINS  program  -  whose  benefits  are  on  top  of  the 
federal  OAS  and  GIS  payments  to  make  up  a  higher  minimum  inccme  level  in 
the  province  -  has  responded  to  the  January  1979  increases  in  GIS  by 
allowing  a  single  person  a  higher  maximum  income  than  is  paid  to  each 
person  in  a  married  couple. 

For  persons  65  and  over  living  in  Ontario  the  Canmission  has  reccm- 
mended  an  empirical  level  of  incone  adequacy  for  1979  of  $4,902  for  a 
single  person  and  $8,403  for  a  married  couple  both  aged  65.  Where  total 
payments  frcm  government  programs  adjusted  to  "available  income"  are  now 
lower  than  these  levels,  GAINS  should  be  increased  to  bring  those  pay- 
ments up  to  the  adequacy  level.  While  the  adequacy  level  is  based  on 
"available  inccme"  and  GAINS  is  paid  in  gross  dollars,  adjustments  have 
already  been  made  for  the  gross  dollars  of  existing  payments  in  the  gov- 
ernment programs  in  setting  the  adequacy  level;  hence,  the  differences 
between  the  levels  in  Table  7  are  the  actual  ainounts  by  which  GAINS  pay- 
ments would  have  to  be  increased  to  meet  the  adequacy  level  requirements 
in  1979. 

Table  7 

GAINS  Makeup  to  Adequacy  Level  for  a  Single  Person  and  a  Married  Couple 

Both  65  Retiring  at  the  Minimum  Wage  Level,  January  1979 

Ccsmmission's    "Available  incone"  Deficiency  to 

Adequacy        fron  conbined  be  made  up  by 

level       government  programs      GAINS 

Month   Year Month   Year Month   Year 

(Dollars) 
Single  person      408    4,902      395    4,740       13     162 
Married  couple     700    8,403      700    8,403 


The  effect  of  increasing  the  GAINS  payments  by  setting  a  new  guar- 
anteed amount  to  meet  the  "available  incone"  level  recommended  for  the 
single  person  at  the  minimum  wage  will  affect  the  amounts  for  all  the 
single  persons  at  the  different  wage  levels  in  Table  5.  But  while  the 
income  of  the  single  non-worker  (Level  1)  will  rise,  it  will  still  be 
below  the  adequacy  level.  This  raises  the  question  of  v^^ether  all  per- 
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sons  65  and  over  should  be  raised  to  t±ie  Commission's  adequacy  level  by 
payments  frcm  the  government  programs  comprising  OAS,  GIS,  CPP,  and 
GAINS. 

One  could  argue  that  GAINS  should  be  increased  by  an  extra  amount 
for  the  Level  1  non-worker  so  that  he  or  she  would  receive  "available 
income"  of  $408  monthly.  Immediately  we  are  faced  with  the  problem  that 
the  worker  retiring  at  the  minimum  wage  will  be  receiving  less  from 
government  programs  than  the  non-worker.  It  then  becomes  a  question  of 
lost  incentive  to  work  and  of  the  backlash  cautioned  against  by  the 
Ontario  Association  of  Professional  Social  Workers.  The  Commission 
notes  that  the  same  problem  of  being  below  the  minimum  floor  of  adequacy 
will  arise  for  persons  not  eligible  to  receive  full  OAS  payments.  Under 
the  new  requirements,  a  person  resident  in  Canada  for  only  10  years 
prior  to  qualification  will  receive  only  a  quarter  of  the  OAS  payment; 
although  entitled  to  full  GIS,  the  total  available,  including  GAINS  and 
other  benefits,  will  not  give  the  recipient  the  level  of  "available 
incone"  the  Commission  has  determined  is  adequate.  The  answer  society 
has  already  given  for  this  situation  is  reliance  on  the  family  benefits 
program  and  subsidized  housing.  In  the  Commission's  opinion  the  same 
answer  is  the  correct  one  for  the  Level  1  non-worker.  The  Commission 
cannot  endorse  the  notion  of  an  absolute  entitlement  to  an  adequate 
level  of  "available  inccsme"  from  specific  retirement  income  programs 
merely  by  the  attainment  of  age  65.  The  overriding  goal  is  that  no 
person  in  Ontario  should  be  expected  to  live  on  less  than  an  adequate 
amount  of  "available  incone."  The  sources  from  which  such  "available 
income"   is  derived  are  secondary. 


COST  CONSIDERATIONS 

In  December  1978  there  were  94,577  single  persons  and  12,194  mar- 
ried couples  receiving  the  maximum  range  payments  under  GAINS.  (28)  The 
total  cost  of  the  GAINS  program  in  1978  was  $101.8  million.  The  course 
suggested  by  the  Commission  will  add  to  this  cost  not  only  by  increasing 
the  amounts  for  those  already  at  the  maximum,  but  also  by  adding  to  the 
amounts  now  being  received  by  those  eligible  for  only  partial  payments. 
Because  of  the  difficulty  in  calculating  partial  payment  levels,  the 
Commission  did  not  undertake  the  extensive  work  involved  in  making  es- 
timates for  the  increased  costs,  but  there  undoubtedly  will  be  an  in- 
crease in  cost  that  will  not  be  welcome  in  a  time  of  government  spending 
restraint.  However,  savings  and  cost  offsets  can  be  worked  out  if  a 
conprehensive  social  assistance  system  is  implemented  in  the  province  to 
replace  the  existing  piecemeal  approach  to  social  assistance.  The 
following  factors  should  be  considered  in  any  discussions  of  the  cost 
implications: 

-  As  noted  above,  the  balance  of  the  evidence  brought  before  the 
Commission  indicated  that  the  $8,403  being  received  by  married 
couples  where  both  are  65  is  an  adequate  incone.     Therefore,    it 
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would  not  be  necessary  to  adjust  the  GAINS  maximum  for  those 
married  couples  at  the  present  time.  Available  resources  could 
be  directed  towards  bringing  the  single  person  up  to  the 
adequacy  level. 

Increases  or  extensions  to  all  programs  for  those  65  and  over 
not  directly  related  to  need  -  for  example,  free  OHIP,  free 
drugs,  subsidized  transportation,  and  Ontario  Tax  Credits  - 
should  be  vigorously  resisted. 

Many  briefs  recommended  elimination  of  education  taxes  assessed 
against  real  property  owned  by  those  65  and  over.  An  extension 
of  this  kind  should  not  be  undertaken  as  it  is  not  based  on 
need.  If  housing  assistance  is  to  be  given,  an  adaptation  of 
the  Shelter  Aid  for  Elderly  Renters  sponsored  by  the  Province  of 
British  Columbia  should  be  considered. 

New  programs  to  assist  persons  only  because  of  their  chronolog- 
ical age  and  without  regard  to  need  should  not  be  undertaken. 

Figures  for  income  of  the  elderly  determined  frcm  taxation  sta- 
tistics are  misleading  in  that  payments  from  CIS  and  GAINS  are 
not  included  in  determining  income  for  tax  purposes.  If  Ontario 
wishes  to  obtain  accurate  information  on  the  income  of  the  el- 
derly, a  declaration  of  all  income  including,  for  example,  GIS, 
GAINS,  Workmen's  Compensation,  War  Veterans'  Pension,  and  hous- 
ing subsidies  could  be  required  with  the  application  for  Ontario 
Tax  Credits. 

Eligibility  requirements  for  programs  that  provide  benefits  on 
the  basis  of  need  should  take  into  account  all  income.  The 
elimination  of  double  payments  because  of  the  exclusion  from 
income  calculations  of,  for  example.  Workmen's  Compensation 
would  lead  to  considerable  savings  that  could  be  reallocated  to 
GAINS. 

If  eligibility  for  programs  is  to  be  determined  on  the  basis  of 
need,  consideration  should  also  be  given  to  including  benefits 
fron  certain  types  of  assets.  The  Consumer  Survey  showed  that 
65  per  cent  of  the  respondents  of  all  ages  planned  on  a  person- 
ally owned  house  as  a  source  of  income  in  retirement .( 29 )  This 
indicates  that  ownership  of  a  house  constitutes  a  valuable  bene- 
fit for  the  persons  in  retirement  that  is  not  available  to  a 
person  in  non-subsidized  rental  accommodation,  and  some  notice 
should  be  taken  of  this  benefit  in  determining  eligiblity.  As  a 
corollary,  the  concept  of  a  lien  for  benefits  received  similar 
to  that  under  the  Municipal  and  School  Tax  Credit  Assistance 
Act,  to  be  charged  against  the  house  and  paid  at  death,  might  be 
considered. 
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Again,  v^en  benefits  are  received  by  some  on  the  basis  of  need 
rather  than  by  all  those  over  65,  such  as  for  subsidized  housing 
or  any  other  subsidy,  consideration  should  be  given  to  including 
such  benefits  in  income  calculations.  Those  now  receiving  a 
housing  subsidy  are  much  better  off  in  terms  of  their  available 
incone  than  those  v^o  do  not. 

Revision  of  the  Income  Tax  Act  -  at  the  federal  level  or  at 
least  at  the  Ontario  level  -  to  include  items  now  excluded  for 
determining  incone  should  be  sought.  Revenue  lost  on  payments 
made  under  the  Workmen's  Conpensation  Act,  War  Veterans'  Pen- 
sions, and  other  programs,  would  then  be  recouped  and  could  be 
reallocated  to  GAINS. 

As  higher  benefits  becone  available  to  those  65  and  over  from 
the  GAINS  program,  the  Family  Benefit  rolls  will  be  reduced  and 
savings  will  accrue  to  that  program.  There  were  still  2,039 
women  65  and  over,  and  1,481  men  65  and  over,  receiving  as- 
sistance from  this  source  in  October  1979.(30)  EX^en  if  there  is 
little  to  be  realized  in  net  savings,  costs  will  not  be  in- 
creased by  the  shift. 

Total  payments  fron  GAINS  have  been  decreasing  as  the  Canada 
Pension  Plan  matures,  and  should  resume  their  downward  trend 
once  the  reconmended  increases  have  been  absorbed. 

There  will  be  benefits  for  the  future  in  redesigning  other  gov- 
ernment programs  so  that  those  in  need  will  be  adequately  pro- 
tected and  those  v\tio  are  not  will  be  encouraged  to  use  their  own 
resources  for  retirement. 


CONCLUSIONS 

Deliberations  in  setting  a  level  of  incone  adequacy  for  the  elderly 
in  Ontario  have  led  the  Conmission  to  three  general  conclusions.  First, 
there  should  be  some  well-defined  standard  for  determining  the  adequacy 
of  all  Ontario  government  income  assistance  programs  regardless  of  age . 
Second,  the  standard  of  adequacy  should  be  stated  in  terms  of  "available 
incone,"  defined  as  after-tax  dollars  plus  other  additional  monetary 
benefits,  since  gross  amounts  are  misleading.  Third,  the  minimum  wage 
could  provide  a  suitable  standard  for  establishing  adequate  "available 
incone"  levels  in  the  future. 

In  the  absence  of  any  established  standard  of  adequacy,  the  Conmis- 
sion has  concluded  fron  the  evidence  that,  as  of  January  1979,  a  single 
person  required  "available  incone"  fron  government  programs  of  $4,902 
annually  or  $408  monthly;  and  that  a  married  couple,  both  65  or  over, 
required  $8,403  annually  or  $700  monthly.  Appropriate  levels  may  be 
calculated  for  January  1980  by  applying  an  adjustment  of  9.5  per  cent  to 
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account  for  the  increase  (January-January)  in  the  Consumer  Price  Index. 
The  new  "available  inconne"  levels  then  would  be:  for  a  single  person, 
$5,368  annually  or  $447  monthly;  and  for  a  married  couple  both  65  or 
over,  $9,201  annually  or  $767  monthly.  Where  the  income  of  persons  65 
and  over  falls  belcw  these  adequacy  levels,  GAINS  payments  (or  Family 
Benefits  in  seme  cases)  should  be  increased  to  achieve  these  levels. 
All  types  of  income  should  be  included  for  determining  eligibility  for 
the  government  programs,  and  value  should  be  attributed  to  some  non- 
income  assets  for  this  purpose. 


NET  REPLACEMENT  RATIOS:   METHODOLOGY 

The  Commission  retained  Coopers  and  Lybrand,  chartered  accountants, 
to  prepare  conparisons  of  net  income  before  and  after  retiranent  to  as- 
certain the  replacement  ratio  of  pre-  to  post- retirement  net  income  in 
Ontario  for  1978  and  1979.  The  following  data  and  assumptions  were  used 
in  the  calculations: 

-  Pre-retirement  incone  in  1978 
Post- retirement  incoiie  in  1979 

Date  of  retirement  was  January  1,  1979 

-  Four  categories  of  tax  filers  without  dependents  were  used  in  the 
post- retirement  year:  a  single  individual  aged  65  (1979),  a  mar- 
ried person  aged  65  (1979)  with  a  spouse  under  age  60,  a  married 
person  aged  65  (1979)  with  a  spouse  between  ages  60  and  65,  and  a 
married  person  aged  65  (1979)  with  a  spouse  also  aged  65. 

-  Pre-retirement  gross  incone 

The  1978  gross  income  for  each  of  these  four  categories  was 
calculated  for  four  levels  of   inccme: 

Level  1  includes  non-workers  whose  gross  income ,  based  on 
the  maximum  payable  to  those  classified  as  "unemployable" 
(not  disabled)  under  the  Family  Benefits  Act,  was  $206  per 
month  for  a  single  person  and  $365  per  month  for  a  married 
couple,   or  $2,472  and  $4,320  annually,   respectively. 

Level  2  represents  workers  who  earn  the  minimum  wage.  Their 
gross  income  of  $5,688  was  based  on  the  minimum  wage  in 
Ontario;  that  is,  $2.65  per  hour  to  the  end  of  July  and 
$2.85  per  hour  for  the  remainder  of  1978. 

Level  3  workers  were  at  the  Year's  Maximum  Pensionable 
Earnings  (YMPE)  level.  Their  gross  income  (1978  YMPE)  was 
$10,400. 
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Level  4  workers  were  paid  the  average  industrial  wage  (AIW) . 
Their  gross  income  of  $13,746  was  based  on  the  average 
Ontario  Industrial  Conposite  figures  from  January  1978  to 
September  1978;  for  the  October  to  December  1978  period  an 
estimate  was  made  using  preliminary  figures. 

-  Post-retirement  gross  incone 

For  each  tax  filer  and  each  incone  level,  we  calculated  the 
amount  of  Old  Age  Security  (OAS),  Canada  Pension  (CPP),  Guaran- 
teed Income  Supplement  (GIS),  Spouse's  Allowance,  and  Guaranteed 
Annual  Income  Supplement  (GAINS)  that  would  be  payable.  Resi- 
dency requirements  were  assumed  to  be  fulfilled.  Canada  Pension 
benefits  assumed  that  each  retiree  contributed  for  the  lifetime 
of  the  plan  and  that  earnings  bore  the  same  relationship  to  YMPE 
throughout  the  contributory  period  as  they  did  in  1978.  We  as- 
sumed there  was  no  private  pension  incone  or  any  other  income  for 
either  spouse.  Gross  pre-  and  post-retirement  incone  figures  for 
workers  in  each  of  the  categories  are  shown  in  Tables  1  to  4. 

Inflation 

We  accounted  for  inflation  by  expressing  all  amounts  in  terms  of 
January  1979  dollars.  Thus,  although  OAS,  GIS,  and  Spouse's  Allowance 
are  indexed  quarterly,  we  assumed  that  the  January  1979  payments  re- 
mained  the  same.      In  this  way  the  1978  and  1979  dollars  are  conparable. 

Net  Income 

To  determine  net  incone,  the  accountants  were  instructed  to  apply 
actual  tax  calculations  for  employed  persons  (not  self-employed)  using 
all  basic  personal  exemptions,  married  exemption,  standard  medical  ex- 
emption, and  age  exemption  as  applicable. 

OHIP  premiums  of  $228  annually  for  a  single  person  and  $456  annu- 
ally for  a  family  were  deducted  from  gross  income  in  1978.  Premium 
assistance  was  assumed  for  the  non-worker.  OHIP  premiums  were  not  in- 
cluded in  the  1979  figures,  as  persons  over  65  (and  couples  where  one 
spouse  is  65)  are  exempted  fron  making  payments. 

For  the  calculation  of  property  and  sales  tax  credits  we  assumed 
rental  payments  were  one- third  of  gross  earnings  in  1978.  Rental  costs 
were  assumed  to  be  6  per  cent  higher  in  1979  than  in  1978  in  line  with 
rent  control  regulations. 

The  Unemployment  Insurance  retirement  benefit  was  not  included. 
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NOTES 

(1)  Statistics  Canada,  Income  Distributions  by  Size  in  Canada,  Cat. 
13-207. 

(2)  Canadian  Council  on  Social  Development,  Canadian  Fact  Book  on 
Poverty,  Ottawa,  1975,  p.  9. 

(3)  Ibid.,  p.  10. 

(4)  Ibid.,  p.  10. 

(5)  Social  Planning  Council  of  Metropolitan  Toronto,  Budget  Guide  for 
the  Elderly,  Toronto,  1976. 

(6)  Ibid.,  p.  2. 

(7)  Letter  to  the  Royal  Commission  from  the  Hon.  Bette  Stephenson, 
Minister  of  Labour,  July  31,  1978. 

(8)  The  Hon.  Bette  Stephenson,  in  a  statement  to  the  Ontario 
Legislature  June  19,  1978. 

(9)  Letter  to  the  Royal  Commission  from  the  Hon.  Monique  Begin, 
Minister  of  National  Health  and  Welfare,  October  12,  1978. 

(10)  Letter  to  the  Royal  Commission  from  Office  of  the  Ministries  of 
Employment  and  Immigration,  the  Hon.  Bud  Cullen,  August  11,  1978. 

(11)  Telephone  conversation  with  Director  of  Benefits  and  Family 
Benefits  Act  Regulations. 

(12)  Letter  to  the  Royal  Commission  from  Frank  S.  Miller,  Treasurer  of 
Ontario,  September  24,  1978. 

(13)  Mrs.  Isabel  Finch,  Hamilton  hearings,  April  18,  1978,  $300  to  $350 
monthly. 

(14)  Brief  189.   Budget  Guide  for  the  Elderly,  with  figures  indexed  to 
the  Consumer  Price  Index  to  produce  a  September  1,  1978 
equivalent. 

(15)  Brief  154,  p.  16  and  following. 

(16)  Consumer  Price  Index  increase  8.9  per  cent  for  the  year  1978. 
Figures  rounded. 

(17)  The  survey  was  carried  out  in  the  last  week  of  March  and  the  first 
week  of  April  1978. 

(18)  Full  details  of  the  method  used  for  the  calculations  are  in 
Appendix  A. 

(19)  As  indicated  elsewhere  in  the  report,  the  commissioners  question 
the  validity  of  this  change  of  attitude  at  age  65  insofar  as  it 
results  in  unneeded  benefits  that  are  provided  solely  because  of 
chronological  age. 

(20)  The  amount  to  which  a  married  couple,  both  65  without  other 
income,  would  be  entitled  in  Ontario  in  1977. 
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(21)  Figure  before  August,  1978.   The  minimum  wage  in  Ontario,  as  of 
January  1,  1979,  is  $3.00  an  hour. 

(22)  Letter  to  the  Royal  Commission  from  the  Honourable  Bette 
Stephenson,  Minister  of  Labour,  July  31,  1978. 

(23)  The  70  per  cent  ratio  is  one  often  accepted  in  pension  design  to 
allow  for  absence  of  costs  related  to  being  in  the  work-force  and 
lower  income  tax  on  reduced  income,  while  maintaining  a  continuity 
in  living  standard.   A  65  per  cent  ratio  would  result  in  figures 
below  the  Commission's  empirical  level  of  adequacy  for  1979. 

65  per  cent  replacement  of  gross  pre-retirement  income 

Married  couple,  both  age  65      2  x  $6,240  =  $12,480 

65  per  cent  of  $12,480  =  $8,112 
or  $676  monthly 

Single  person        1/2  of  $8,112  =  $4,056 
+  1/6  of  $4,056  =     676 

$4,732 
or  $3  94  monthly 

(24)  See  Chapter  5. 

(25)  Ibid. 

(26)  GIS  increased  at  January  1,  1979  by  $20  for  a  single  person  and 
$10  to  each  of  a  married  couple. 

(27)  British  Columbia,  Alberta,  Nova  Scotia,  Manitoba,  and 
Saskatchewan.   For  details  see  GAINS,  background  paper. 

(28)  Single,  top  range  $35.01  to  $40.  Married  couple,  top  range  $50  to 
$55.  Figures  supplied  by  Guaranteed  Income  and  Tax  Credit  Branch, 
Ministry  of  Revenue,  Ontario. 

(29)  Consumer  Survey. 

(30)  See  Chapter  4. 
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Chapter  7 

Retirement  Income  in  Ontario 
from  Employment  Pensions  and 
Other  Formal  Arrangements 


E'MPLOYMENT  PENSION  PLANS 

Nature  and  Size 

Pension  plans  are  arrangements  made  by  employers  to  provide  retire- 
ment inccxne  for  onployees.  Pension  plans  vary  greatly  in  design  to  meet 
the  needs  of  various  enterprises.  They  must  conform,  however,  to  the 
requirements  of  income  tax  authorities  and  also  to  those  of  provincial 
or  federal  regulatory  authorities.  (1)  Pension  or  retirement  plans  are 
almost  invariably  registered  with  the  incone  tax  authorities  in  order  to 
obtain  tax  deductions  for  contributions  of  employers  and  employees  and 
to  avoid  tax  on  the  income  of  the  pension  fund. 

Incone  tax  guidelines  require  that  the  primary  purpose  of  a  pen- 
sion plan  must  be  to  provide  pensions  to  employees  in  the  form  of  life 
annuities. (2)  Ihe  plan  must  be  a  definite  arrangement  established  as  a 
continuing  policy  by  an  employer  or  group  of  employers  or  by  a  union 
in  conjunction  with  such  employers.  No  law  or  rule  requires  anyone  to 
establish  a  plan  -  or  having  introduced  a  pension  plan,  to  continue  it. 
While  the  plan  is  in  existence,  however,  the  employer  must  put  monies 
aside  to  provide  for  the  pensions  pranised  as  required  by  the  Pension 
Benefits  Act. 

It  is  generally  considered  that  an  employer-employee  relationship 
must  exist  before  a  retirement  arrangement  can  be  considered  a  pen- 
sion plan.  For  tax  purposes,  a  plan  must  be  for  employees;  moreover, 
"employee"  does  not  include  a  person  v^o  is  self-employed,  or  a  partner 
or  proprietor.  (3)  In  addition,  the  enployer  must  be  a  contributor  to 
the  pension  fund;  in  other  words,  a  pension  plan  would  not  be  accepted 
for  registration  if  it  were  funded  entirely  by  employees.   The  Ontario 
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Pension  Benefits  Act  defines  employee  more  widely  as  an  individual 
who  performs  service  in  Ontario  for  a  continuous  period  of  not  less 
than  six  months  under  a  contract  of  service  or  of  apprenticeship  and 
includes  an  officer  or  director  and  an  agent  acting  for  a  principal 
on  a  substantially  full-time  basis.  Employer  is  defined  in  relation  to 
an  employee  to  mean  any  person  or  association  from  whom  the  employee 
receives  his  remuneration. 

Revenue  Canada  places  certain  restrictions  on  the  benefits  tliat  may 
be  provided  for  "significant  shareholders ."{ 4 ) 

Tliere  were  15,095  pension  plans  covering  4,193,244  employees  ( 5 )  in 
Canada  in  1978.  Plans  varied  greatly  in  size  -  more  than  85  per  cent  of 
the  members  were  covered  by  5  per  cent  of  the  pension  plans.  While  1.6 
per  cent  of  all  plans  in  Canada  in  1978  covered  groups  with  more  than 
2,000  members,  these  plans  covered  73.1  per  cent  of  the  membership. 
Obviously,  care  must  be  taken  to  distinguish  factual  data  relating  to 
plans  as  conpared  with  members.  For  example  it  would  not  be  useful 
to  say  that  50  per  cent  of  plans  have  a  particular  feature  if  such 
plans  only  cover  only  5  per  cent  of  all  members.  In  addition  the  plan 
characteristics  of  public  sector  plans  and  private  sector  plans  are 
often  dissimilar  with  the  result  that  overall  statistics  tend  to  be 
misleading.  The  public  sector  plans  include  some  with  the  largest 
membership  in  Canada  although  they  are  relatively  few  in  number. 

A  pension  plan  may  be  contributory  or  non-contributory,  that  is, 
enployees  may  be  required  to  make  contributions  to  the  pension  fund  or 
the  QTployer  nay  make  all  the  required  contributions.  Almost  all  mem- 
bars  of  public  sector  plans  in  Canada  (99  per  cent)  are  in  contributory 
plans,  vvhile  in  the  private  sector  (50  per  cent)  are  in  contributory 
plans.  There  is  a  tendency  for  large  collectively  bargained  plans  to  be 
non-contributory . 

In  Ontario,  38.8  per  cent  of  all  members  in  pension  plans  are  mem- 
bers of  public  sector  plans  and  99.5  per  cent  of  these  members  are  in 
contributory  plans.  Of  the  members  of  private  sector  plans  in  Ontario, 
58.8  per  cent  are  in  non-contributory  plans. 

Participation  in  a  pension  plan  varies  with  the  type  of  industry. 
Although  there  are  problems  in  classifying  integrated  companies  by 
industry.  Table  3  shows  membership  by  industry  based  on  Statistics 
Canada's  classifications. 

Employees  may  be  required  to  becone  irembers  of  a  pension  plan  as  a 
condition  of  onployment.  Scsne  plans  provide  for  voluntary  participation 
and  others  do  not.  Pension  plans  for  public  sector  employees  generally 
require  full-time  employees  to  join  the  plan.  As  will  be  seen  from 
Table  4,  membership  is  compulsory  in  47.6  per  cent  of  Ontario  plans, 
covering  83  per  cent  of  plan  members. 
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Table  3 

Number  of  Pension  Plans  and  Membership  by  Industry,  Ontario,  1978 


Industry 

Plans 

Per  cent 

Members 

Per  cent 

Agriculture 

45 

.5 

793 

_ 

Forestry 

7 

.1 

152 

- 

Fishing  and  trapping 

Mining 

121 

1.4 

40,148 

2.4 

Manufacturing 

Food  and  beverages 

340 

3.9 

45,666 

2.7 

Tobacco  products 

11 

.1 

2,289 

.1 

Rubber  industries 

43 

.5 

17,247 

1 

Leather 

35 

.4 

2,570 

.2 

Textile 

99 

1.1 

6,244 

.4 

Knitting  mills 

25 

.3 

828 

Clothing 

54 

.6 

7,417 

.4 

Wood 

62 

.7 

2,376 

.1 

F\irniture  and  fixtures 

78 

.9 

5,216 

.3 

Paper  and  allied  industries 

143 

1.7 

33,884 

2.0 

Printing  and  publishing 

280 

3.2 

28,207 

1.7 

Primary  metals 

128 

1.5 

53,857 

3.2 

Metal  fabricating 

571 

6.6 

47,983 

2.9 

Machinery 

303 

3.5 

46,186 

2.8 

Transportation  equipnent 

204 

2.4 

116,233 

7.0 

Electrical  products 

245 

2.8 

60,660 

3.6 

Non-metallic  mineral  products 

133 

1.5 

15,822 

.9 

Petroleum  and  coal  products 

15 

.2 

12,936 

.8 

Chemical 

287 

3.3 

37,267 

2.2 

Miscellaneous 

261 

3.0 

17,090 

1.0 

Construction 

505 

5.8 

78,191 

4.7 

Transportation  and  communication 

451 

5.2 

143,544 

8.6 

Trade 

Wholesale 

1,365 

15.8 

40,722 

2.4 

Retail 

649 

7.5 

52,589 

3.2 

Finance,  insurance,  and 

real  estate 

645 

7.4 

92,148 

5.5 

Community  business  and  personal 

service 

1,503 

17.3 

304,505 

18.2 

Public  administration  and 

defence 

57 

.7 

356,125 

21.3 

Total 

8,665 

100.0 

1,668,895 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 
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Number 

Per  cent 

Member 

Per  cent 

4,124 

47.6 

1,384,508 

83 

4,294 

49.6 

254,845 

15.3 

55 

.6 

13,387 

.8 

4 

- 

116 

- 

38 

.4 

637 

- 

4 

- 

364 

- 

47 

.5 

1,445 

.1 

2 

_ 

2 

— 

97 

1.1 

13,592 

.8 

8,665 

100 

1,668,895 

100 

Table  4 

Compulsory  and  Voluntary  Plans  and  Membership,  Qitario,  1978 

Plans  Members 


Compulsory,  both  sexes 
Voluntary,  both  sexes 
Compulsory  males,  voluntary 

females 
Conpulsory  females,  voluntary 

males 
Conpulsory  males,  not  eligible 

females 
CoTpulsory  females,  not  eligbile 

males 
Voluntary  males,  not  eligible 

females 
Voluntary  females,  not  eligible 

males 
Not  eligible,  both  sexes (a) 

Total 

a  "Closed  end"  plans  -  new  employees  not  eligible. 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

Types  of  Plans 

There  are  two  basic  types  of  pension  plan,  each  reflecting  a  dif- 
ferent philosophy  about  the  nature  of  a  pension.  The  first  type,  the 
defined  contribution  plan  (money-purchase)  is  essentially  a  savings 
plan;  the  second  and  more  common  type,  the  defined  benefit  plan,  pro- 
vides a  specific  amount  of  pension.  The  defined  contribution  plan  spec- 
ifies the  contribution  to  be  made  to  the  pension  fund;  the  ultimate  pen- 
sion is  v^atever  amount  the  contributions  plus  interest  will  provide  at 
retirement.  No  specific  amount  of  pension  can  be  or  is  promised. 

These  obvious  differences  are  reflected  in  the  ways  in  which  costs 
are  determined.  A  defined  contribution  plan  has  a  known  cost  related 
to  salary  and  service,  but  the  amount  of  benefit  is  unknown.  Defined 
benefit  plans  have  only  an  estimated  cost,  although  the  amount  of  future 
benefits  related  to  salary  and  service  is  known.  In  the  latter  case, 
regular  contributions  must  be  calculated  and  put  aside  now  to  pay  the 
pronised  pension  benefits.  For  this  purpose  the  employer  requires  the 
services  of  an  actuary,  vho  will  recommend  a  contribution  rate  based  on 
projections  of  various  cost  factors  such  as  interest  rates,  salaries, 
employee  turnover,  and  life  expectancy. 
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A  defined  contribution  or  noney-purchase  plan  is  much  less  complex. 
Usually  it  requires  the  enployee  to  pay  for  example,  5  per  cent  of  wages 
or  salary  to  the  pension  fund,  and  the  employer  undertakes  to  match  the 
employee's  contributions.  At  retirement  the  employee's  pension  is  v\*iat- 
ever  annuity  these  contributions  accumulated  with  interest  will  provide. 

Since  the  present  cost  of  a  pension  unit  increases  with  age,  there 
is  an  important  difference  in  the  way  in  v^ich  benefits  are  earned  under 
the  two  types  of  plan.  In  a  defined  benefit  plan  the  individual  accrues 
a  specific  unit  of  pension  each  year  as  a  plan  member,  at  an  annual  cost 
ranging  from  very  low  at  the  youngest  ages  to  very  high  just  before  re- 
tirement. The  converse  is  true  of  a  money-purchase  plan:  the  fixed  con- 
tribution rate  produces  a  high  rate  of  pension  accrual  at  younger  ages 
and  a  much  lower  rate  in  later  years.  A  parallel  difference  is  found  in 
the  way  the  two  types  of  plan  treat  males  as  cpposed  to  females.  Because 
women  live  longer  than  men,  it  costs  wore  to  provide  them  with  the  same 
amount  of  pension;  thus,  a  fixed  contribution  rate  produces  a  lower  rate 
of  pension  accrual  for  females  than  for  males;  conversely,  a  fixed  bene- 
fit rate  means  a  higher  unit  cost  for  wanen  than  for  men. 

With  an  appreciation  of  these  basic  differences,  an  employer  will 
find  that  the  choice  of  plan  type  has  both  cost  and  design  implications 
according  to  the  particular  circumstances  of  the  group.  One  considera- 
tion may  be  the  relatively  low  cost  of  a  defined  benefit  plan,  in  the 
short  term  at  least,  for  a  group  that  is  predoninantly  young.  Another 
factor,  and  a  compelling  one  in  collective  bargaining,  may  be  the  desir- 
ability of  linking  pensions  strictly  to  service  and  earnings,  thereby 
maximizing  benefits  for  those  who  will  retire  in  the  near  future  (with- 
out irrpairing  those  accruing  to  younger  employees).  Again,  a  defined 
benefit  arrangement  would  be  indicated,  since  the  rate  of  pension  for  a 
year  of  service  is  not  affected  by  individual  age  or  sex.  Where  a  money- 
purchase  plan  is  selected,  it  may  be  assumed  that  other  objectives  are 
paramount:  predictability  of  cost,  equity  in  the  year-to-year  alloca- 
tion of  employer  monies,  and  administrative  sinplicity.  In  practice,  the 
defined  benefit  type  is  clearly  more  popular  than  the  money-purchase  al- 
ternative. As  will  be  seen  fron  Table  5,  defined  benefit  plans  cover 
92.3  per  cent  of  all  plan  members  in  Qitario,  compared  to  6.3  per  cent 
for  money-purchase  plans  (including  profit  sharing). 

Despite  their  obvious  popularity,  defined  benefit  plans  are  also 
more  vulnerable  to  criticism:  fron  the  employer's  standpoint  because 
costs  are  less  readily  controlled,  and  fron  the  enployee's  point  of  view 
because  their  financing  is  not  usually  visible  or  well  understood.  If 
the  plan  is  contributory,  the  employee's  share  of  cost  is  known,  but  the 
enployer's  share  often  is  simply  described  as  the  "balance"  of  cost.  If 
eiTployer  contributions  are  disclosed  in  detail  it  still  may  not  be  clear 
to  employees  v\^y,  at  a  given  time,  they  are  lower  than  total  employee 
contributions  (for  example)  or  why  they  are  not  allocated  equally  to  in- 
dividual employee  "accounts."  Some  criticisms  clearly  arise  from  the 
fact  that  cost-benefit  relationships  in  pension  plans  are  inherently 
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canplex;  sometimes  little  effort  is  made  to  explain  them.  It  is  often 
true,  however,  that  the  employer  -  whose  cost  is  variable  while  the 
enployee's  is  fixed  -  enjoys  substantial  savings  as  a  result  of  high 
investment  yield,  personnel  turnover,  or  other  develcprients  more  favour- 
able than  originally  estimated.  Furthermore,  younger  employees  in  a 
contributory  plan  actually  pay  the  entire  cost  of  their  cwn  accrued  ben- 
efits up  to  a  certain  age,  or  more  than  the  cost,  depending  on  the  pres- 
ent value  of  the  benefit  and  the  amount  of  required  employee  contribu- 
tions. A  "fair"  overall  division  of  cost  may  not  be  appreciated  by  the 
younger  employee  who,  at  the  moment,  is  not  only  missing  out  on  the 
distribution  of  the  employer's  money  but  may  even  be  subsidizing  the 
pensions  of  other  employees. 

These  drawbacks  may  be  overstated.  Employer  costs  in  a  defined 
benefit  plan  are  subject  to  fluctuation;  in  the  long  run  they  may  be 
more  acceptable  in  relation  to  payroll  and  to  employee  contributions 
than  might  appear  fran  a  cne-time  examination.  Employer  savings  can  be 
and  often  are  used  for  purposes  of  plan  improvements  or  additional  bene- 
fits to  pensioners.  On  the  other  side  of  the  comparison,  a  money- 
purchase  plan  usually  does  not  in  fact  equate  employee  and  employer 
costs,  even  where  contributions  are  "matched."  Until  certain  vesting 
conditions  have  been  met,  the  employee  has  only  a  contingent  right  to 
the  employer's  portion.  When  a  non-vested  member  terminates  employment, 
the  employer's  cost  for  the  plan  as  a  vAiole  is  reduced  in  the  following 
period  by  the  amount  of  accumulated  contributions  and  interest  that  is 
no  longer  allocated  to  that  person.  Matching  of  contributions,  while 
entirely  visible  to  members  during  their  employment  and  after  they  have 
acquired  full  vesting,  is  not  a  reality  to  the  non-vested  employee  -  nor 
does  it  mean  that  total  employer  costs  are  the  same  as  employee  contri- 
butions. Unless  full  and  immediate  vesting  is  provided  or  employee  ter- 
minations are  infrequent,  the  stated  rate  of  employer  contribution  is 
not  a  reliable  indicator  of  the  actual  share  of  cost  for  the  group  as  a 
whole . 

Finally,  it  should  be  noted  that  the  defined  benefit  approach  is 
consistent  with  the  notion  that  pensions  are  a  form  of  insurance.  Re- 
tirement is  regarded  as  a  contingency  v^hich,  like  death,  can  be  provided 
for  in  advance  through  the  pooling  of  individual  risks  and  funding  for 
an  entire  group.  Money-purchase,  on  the  other  hand,  is  more  closely 
related  to  individual  saving  for  individual  contingencies.  It  has  no 
"insurance"  characteristics  until  contributions  are  actually  used  to 
purchase  an  annuity;  even  then,  the  amount  of  pension  will  be  determined 
in  part  an  the  basis  of  personal  attributes:  age,  sex,  and  the  level  of 
interest  vtiich  happens  to  prevail  at  the  time  of  purchase. 

Individual  preferences  for  one  plan  type  as  apposed  to  another  may 
be  strongly  and  logically  held  by  employees,  and  may  change  over  time  as 
personal  circumstances  change  or  plan  improvements  are  implemented.  In 
general  it  is  impossible  within  an  employed  group  to  accommodate  the 
wishes  of  participants  for  such  divergent  plan  types.  For  present  pur- 
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poses,  therefore,  defined  benefit  and  money-purchase  approaches,  repre- 
senting as  they  do  two  distinctly  different  strategies,  must  be  regarded 
as  mutually  exclusive. 

Defined  Benefit  Plans 

Defined  benefit  plans  are  of  three  basic  types.  One  is  the  flat 
benefit  pension  plan  where  the  employer  promises  to  pay  a  fixed  amount, 
such  as  $10  per  month  for  each  year  of  service  without  reference  to 
earnings.  Flat  benefit  plans  are  commonly  negotiated  between  rrenagement 
and  labour  unions.  The  level  of  benefit  is  usually  fixed  for  the  term 
of  the  collective  agreement  vvhich  may  be  from  one  to  three  years  and  is 
renegotiated  v\hen  the  collective  agreement  expires. 

Less  commonly  the  benefit  is  not  proportionate  to  the  employee's 
length  of  service  but  is  a  flat  amount  for  all  who  retire  with  20  years 
or  some  other  minimum  period  of  service.  Flat  benefit  plans  are  gener- 
ally non-contributory,  with  the  entire  cost  wet   by  the  employer. 

The  second  basic  type  is  the  career  average  pension  plan  in  which 
the  pension  benefit  per  month  is  based  on  a  percentage  of  the  employee's 
earnings  for  each  year  of  service.  The  formula  might  provide,  for  exam- 
ple, 2  per  cent  of  earnings  for  each  year  of  service.  An  employee 
working  from  January,  1960  to  January,  1980  would  have  a  pension  credit 
equal  to  the  total  of  2  per  cent  of  earnings  in  each  year.  Expressed  in 
a  more  convenient  way,  it  is  equal  to  2  per  cent  of  average  earnings 
from  1960  to  1979  inclusive  maltiplied  by  20  years  of  service.  If  an 
employee  worked  30  years  for  the  same  employer  and  had  average  monthly 
earnings  of  $500  the  pension  would  be  2  per  cent  of  $500  times  30,  or 
$300  per  month.  Because  the  pension  is  based  on  earnings  over  all  years 
of  plan  membership,  the  term  "career  average"  is  used  to  describe  this 
formula. 

Because  of  the  high  rate  of  inflation  in  recent  years,  many  career 
average  pension  plans  have  been  updated  in  a  way  that  modifies  their 
original  intent.  The  usual  method  is  to  state  that  earnings  for  a 
recent  year  will  be  substituted  for  the  average  actually  earned  pre- 
viously. If  for  instance  an  employee's  earnings  had  risen  from  $5,000 
in  1960  to  $20,000  in  1979,  an  updating  to  the  1979  base  year  would 
obviously  have  a  marked  effect  on  the  accrued  pension. 

Career  average  pension  plans  are  commonly  contributory  -  that  is, 
the  ertployee  is  required  to  contribute  a  percentage  of  salary  or  wage, 
often  3,  4,  or  5  per  cent  towards  the  cost. 

The  third  and  most  common  type  of  plan  is  the  final  average  pension 
plan.  A  final  average  formula  bases  the  pension  on  a  percentage  of  earn- 
ings in  the  most  recent  years  prior  to  retirement.   The  period  used  is 
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usually  from  three  to  five  years,  but  may  range  up  to  ten.  Fbr  exanple, 
the  benefit  formula  might  be  2  per  cent  of  average  earnings  during  the 
five  years  prior  to  retirement.  If  an  employee  worked  30  years  for  the 
same  enployer  and  average  earnings  of  the  last  five  years  were  $1,000 
per  month,  the  pension  would  be  2  per  cent  of  $1,000  times  30,  or  $600 
per  month. 

In  the  following  tables  the  term  "final  earnings"  is  sometimes 
distinguished  frcxn  "average  best  earnings,"  meaning  an  average  based  on 
the  best  earnings  years  in  a  specified  period  prior  to  retirement  (e.g., 
test  five  of  the  last  ten  years). 

Formerly  it  was  possible  to  have  a  plan  with  pension  based  on  final 
pay  at  the  time  of  retirement  rather  than  the  average  of  several  years. 
Because  such  a  plan  may  give  undue  weight  to  an  adjustment  in  pay  just 
before  retirement,  the  Department  of  National  Revenue  now  requires  an 
average  of  at  least  three  years  to  be  used. 

Rjpularity  of  the  final  average  formula  needs  little  explanation. 
It  relates  the  pension  to  a  person's  earnings  level  in  the  later  years 
of  a  career,  normally  the  period  of  highest  salary.  It  also  minimizes 
the  effect  of  inflation  up  to  the  time  the  actual  benefit  is  determined. 
As  oonpared  with  a  career  average  formula,  v^ich  gives  equal  weight  to 
years  of  high  and  low  earnings,  a  final  average  formula  with  the  same 
percentage  rate  may  be  expected  to  produce  roughly  double  the  pension 
per  year  of  service.  The  actual  ratio  will  depend  on  the  inflation  rate 
and  the  range  of  earnings  a  person  otherwise  would  have  over  the  entire 
period  of  service. 

Frcm  Table  5  we  see  that  99.5  per  cent  of  all  plan  members  in  the 
public  sector  in  Ontario  are  in  defined  benefit  plans  (final  earnings, 
career  average,  flat  benefit)  and  95.7  per  cent  are  in  final  earnings 
plans.  In  the  private  sector,  87.7  per  cent  of  all  plan  members  in 
Ontario  are  in  defined  benefit  plans  and  30.7  per  cent  are  in  final 
earnings  plans.  One-third  of  all  members  in  the  private  sector  are  in 
flat  benefit  plans. 

In  order  to  show  the  incidence  of  various  benefit  rates  in  defined 
benefit  plans,  two  tables  are  provided:  Table  6,  for  earnings-related 
benefits  and  Table  7,   for  flat  benefits    (dollars  per  year  of   service). 

Earnings-related  plans  reveal  a  clear  preference  for  a  2  per  cent 
formula,  vAiether  applied  to  a  final  earnings  period  or  a  career  average. 
Overall,  seven  of  every  ten  members  of  these  plans  are  credited  with 
at  least  2  per  cent  of  earnings  per  year  of  participation.  In  flat 
benefit  plans  the  credit  is  $7  or  more  per  year  of  participation  in 
plans  covering  two-thirds  of  members. 
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Table  7 

Benefit  Rate,  Flat  Benefit  Pension  Plans,  Contributory  and  Non-contribu- 
tory, Ontario,  1978 


Benefit  rate 

Contributory 
Members  Per  cent 

Non-contributory 
Members  Per  cent 

Total 

group (a) 

Members 

Per  cent 

(Dollars) 

Under  2.49 

24 

.2 

2,478 

.8 

2,502 

.8 

2.50  -  3.99 

782 

6.1 

13,575 

4.3 

14,357 

4.4 

4.00  -  4.99 

1,928 

14.9 

12,443 

4 

14,371 

4.4 

5.00  -  5.99 

759 

5.9 

18,622 

6 

19,381 

6 

6.00  -  6.99 

3,310 

25.7 

25,516 

8.2 

28,826 

8.9 

7.00  and  over 

5,081 

39.4 

207,082 

66.2 

212,163 

65.2 

Other (b) 

1,015 

7.9 

32,970 

10.5 

33,985 

10.4 

Total 


12,899    100.0    312,686   100.0    325,585   100.0 


a  Monthly  pension  credit  per  year  of  participation, 
b  Includes  those  variable  by  sex. 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

Contributions 

A  full  99  per  cent  of  plan  rrembers  in  the  public  sector  in  Canada 
(1978)  and  in  Oitario  (1978)  are  in  contributory  plans.  In  the  private 
sector  41  per  cent  of  plan  members  in  Ontario  are  in  contributory  plans. 

Tables  8  and  9  show  the  distribution  of  contributory  and  non- 
contributory  plans  by  plan  type. 

Flat  benefit  plans  are  generally  non-contributory.  In  other  types 
of  private  sector  plans  in  CTitario  about  60  per  cent  of  the  members  are 
required  to  contribute. 


210 


in 

T3 

c 

in 

a 
o 


c 

5 


c 

TO 

C 
TO 

5: 
& 

o 

D 
X! 

-iH 

!u 
4J 

C 

o 
u 
I 

c 

T3 


>i 

O 
4-1 

D 
X) 

-H 

!u 

-M 

C 

5 


c 

TO 

.—I 


ex 


TO 


X! 


C 

o 
u 
I 

c 
o 
2 


c 

TO 

r— I 


D 
X! 

•H 

Vj 

4J 

c 
o 
u 


cu 


ro 

m 

n 

0 

m 

CM 

cr\ 

00 

0 

r- 

IT) 

0 

- — « 

.—1 

vo 

04 

r- 

(T, 

V) 

^ 

^ 

T) 

rsi 

ro 

C 

TO 

W 

D 

5 

Eh 

r~- 

rH 

0 

rH 

v^ 

Ln 

r^ 

r^ 

.—1 

>XI 

0 

CN 

00 

CTi 

vr 

CTi 

T 

VD 

M   "a"  r^ 


CN    CT\    tTi 


•^  <T<  in  00  CN 
cNi  in 


r^  o  in  >sD  .— I 


c 

TO    >-0    fM   ro   <n    ro 


■^  00  ■^  r-  m 
(Ti  in 


OD  ^  CO  in 

in  cx)  ro  r^ 

rH  ^  o^  .— I 

.— I  ■^  in 


TO 

m    0)    0) 
en  en  (/) 

C     TO     TO 

•H  vj  x:  - 

c  CD     " 

Sj  > 

TO  TO 

U 


o 


U 

S-i     0)  0) 

D     C  -U 

Oi    0)  -H 

I    is  w 


in 


C/3 

TD 

C 

TO 

r~ 

•—{ 

0^0 

ON 

U) 

"V 

0 

VD    ON     CNI 

.— 1 

D 

CM 

rH 

in 

0 

0 

«• 

x: 

r—i 

(r< 

a^ 

0 

CN 

^ 

'^ 

f—i 

^H 

CT\ 

r^ 

C30 

<J\ 

^ 

r-- 

■sT 

^ 

r- 

in 

ro 


00 
00 

CNl 


o 


-H     OJ 

>i 

1 

a 

TO     <D 

(D    -P 

C     U 

C     TO 

.—1 

H     TO 

0    -H 

0 

•—{ 

Dl,    U 

s:  ci^ 

u 

< 

c 

TO 

rH 

cn 
c 

•H 

Su 
TO 

x; 
tn 


o 

01 

r— I 

u 
c 


TO 
-1-1 


OJ 

u 
u 
a 
o 


211 


CX3 


o 

4-1 

o 
c 

(0 


s 


c 

8 

I 

c 

s 


s 

X! 

•r-l 

u 

4-> 


c 
o 

■H 

-p 

D 

<Ti    X! 

-H 

QJ     ^ 

r-t      -P 


O 
-P 

u 

0 
CQ 

(D 
-U 
TO 
> 

•H 


o 
-p 

X! 
•H 
!-i 
-P 

C 

o 
u 
I 

c 
o 

2 


c 

0) 

u 

S-i 


<n  po  IX)  o  ^H  o 


o 
-p 

X! 


-P 

C 

u 
u 


c 
o 
u 


o 
-p 

a 

X 


4J 

c 
u 


u 
o 
-p 
u 
dJ 
en 


c 
o 
u 
I 

c 
o 
2: 


X 


o 

-p 

X 

•H 

!^ 

c 

8 


c 
u 


CM 


in 


r\]  ro  r-  IX)  «*  ro 

r^  00  lT)  (Ti  LD  in 

IX)  00  IX)  00  IX)  CN 

^  ^  ^  ^  ^  ». 

<Ti  r-~  r^  ■— I  >X3  >X3 

»*  IX)  CM  '^r 

f— I  00 


O^    rH     OO    CN 

ro   •^  M 


CM 
00 


CTi    ^    ^T    O    (Ti    O 

oo  M  r— I  in  CM  r^ 
•^  00  cTi  in  in  ^x) 


IX)  r-~ 
I— I  .— t 


in 


I         •       •      I 

00   >x> 
r-  CM 


o 
o 


in 

in 


o 
o 


x> 

O 


o 
o 


<U 


X 


00 


1 

1 

o> 

CTN 

1 

1 

00 

iJ 

(^ 

X> 

"5f 

TO 

f— 1 

r~- 

a\ 

4-1 

CM 

•^ 

in 

CM 

6 

c 

•H 

c 

TO 

CM 

in 

i-\ 

rH 

•H 

• 

• 

1 

• 

1 

• 

a, 

VD 

ro 

O 

CTl 

O 

B 

■H 

cn 

c 

** 

r- 

1 

ro 

1 

CM 

in 

E 

00 

XJ 

O 

o 

IX) 

^ 

IX) 

<Ti 

o 

o 

^ 

^ 

^ 

^ 

w 

TO 

o 

CM 

■-I 

in 

'U 

CM 

CM 

"^ 

TO 

VD 

IX) 

U 

-H 
-P 

U) 

0) 

CD 

en 

U) 

tji 

en 

tn 

c 

rQ 

■H 

C 

TO 

-P 

TO 

■H 

TO 

-P 

•H 

!-i 

■H 

x: 

Vj 

TO 

g 

0) 

U-l 

o 

TO 

4J 

> 

0) 

u 

x: 

0) 

W 

(0 

TO 

c 

o 

Cfi 

-P 

0) 

ii 

a 

•H 

^-1 

1 

-p 

w 

QJ 

.— 1 
TO 

Sj 

J-l 

0) 

■H 

a 

rH 

TO 

B 

c 

!m 

TO 

c 

0 

e 

-P 

D 

•H 

Ci-, 

TO 
U 

o 

o 

e 

<^ 

212 


Public  sector  plans  generally  provide  for  higher  enployee  contribu- 
tion rates  than  do  private  sector  plans.  Some  86  per  cent  of  the  members 
in  public  sector  plans  in  Canada  in  1978  were  required  to  contribute 
more  than  5  per  cent  of  earnings  compared  with  just  14  per  cent  of  the 
members  of  private  sector  plans. (6)  In  Table  10  contribution  rates  are 
shown  for  all  Ontario  plans. 

Table  10 

Employee  Contribution  Rates  to  Pension  Plans,  Ontario,  1978 


Contribution  rate 

Plans 

MemlDers 

(Per  cent) 

(Numter) 

(Per  cent) 

(Numter) 

(Per  cent) 

Less  than  3 

263 

4.2 

19,420 

1.8 

3  -  3.9 

523 

8.3 

22,193 

2.1 

4  -  4.9 

522 

8.2 

71,565 

6.7 

5  -  5.9 

4,022 

63.6 

250,253 

23.4 

6  -  6.9 

286 

4.5 

177,395 

16.7 

7 

24 

.4 

324,478 

30.4 

7.1  -  9.9 

21 

.3 

159,435 

15.0 

10 

6 

.1 

26 

Dollar  amounts 

240 

3.7 

9,203 

.8 

Cents  per  hour 

30 

.5 

4,754 

.5 

Other 

372 

5.9 

24,983 

2.4 

Variable  by  sex 

14 

.2 

2,278 

.2 

Total 

6,323 

100.0 

1,065,983 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

Total  employee  contributions  in  Canada  in  1977  were  slightly  over 
$2.1  billion.  Total  employer  contributions  in  Canada  in  1977  were  over 
$4  billion  of  v^ich  about  $3  billion  was  for  contributory  plans  and 
about  $1  billion  was  for  non-contributory  plans. 
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Thus,  we  can  see  that  in  Ontario  there  were  more  contributions  to 
pension  plans  in  the  public  sector  than  in  the  private  sector  and  that 
two-thirds  of  the  contributions  in  the  public  sector  are  made  by  the 
government  as  employer.  In  the  private  sector  in  Ontario,  employees 
contributed  22  per  cent  of  all  contributions  with  the  employer  contrib- 
uting the  balance.  In  contributory  plans  in  Ontario,  employee  contribu- 
tions were  35  per  cent  of  total  contributions. 

Funding  Administrator 

Under  the  Pension  Benefits  Act  and  as  required  by  Revenue  Canada, 
the  funds  of  a  pension  plan  must  be  administered  by  a  government,  a  life 
insurance  company,  a  corporate  trustee,  individual  trustees,  or  a  corpo- 
rate pension  society.  In  Ontario,  as  shown  in  Table  13,  trusteed  ar- 
rangements are  found  in  plans  covering  65.9  per  cent  of  plan  members. 
The  other  two  significant  funding  agents  are  insurance  companies  (16.4 
per  cent)  and  governments  (14  per  cent). 


216 


u 
o 


5 


en  ra 


n3 


c 
f— I 

a 

4-1 
O 


ro    O 


I        I       I 


«X>    00      I 
CX)    ro 
CM 


I        I 


I      00    00    ■^ 

M  n  <Ti 


I      I 


r^  ■^  Lo  'sD  CN  on 

>^  rsj  ro  *^  CO  ro 

LD  PO  O  ^    CTi  CTi 

^  ^  ^  ^  w 

in  00  r^  ro  r^ 

LD  cTi  n  r^ 


ON 


00 


o 

(^ 

O 

CT\ 

CT. 

in 

00 

(^ 

^ 

.—1 

rsi 

00 

vc 

■ 

-H 

1—1 

LD 

r— 1 

a\ 

00 

IX) 

on 

.H 

^ 

^ 

•k 

^ 

XI 

00 

VD 

'~D 

CN 

D 

1— 1 

CM 

.— 1 

V£) 

& 

o 
in 


(0 

D 

C 

(Tt 

r^ 

r^ 

CTi 

M 

n 

^ 

(T> 

00 

C3> 

<o 

rs) 

o 

o 

00 

• 

00 

in 

<X3 

CM 

PO 

0 

r^ 

00 

a^ 

O 

O 

CN 

oT 

■H 

(M 

ro 

00 

CN 

i—\ 

r—i 

C3^ 

!^ 

<o 

rH 

CN 

o 

(0 

o 


"S 


00 


6 


c 

re 
.—I 

a, 

c 
o 

■H 

w 

c 


-p 

CO 


0) 

u 


217 


Retirement  Benefits 

Pensions  or  "retirement  benefits"  must  take  the  form  of  an  annuity, 
and  not  a  lump  sum  on  retirement.  (7)  The  Pension  Benefits  Act  defines 
pension  benefit  to  mean  "the  annual,  monthly,  or  other  periodic  amounts 
to  v\iiich  an  employee  will  become  entitled  upon  retirement."  (8 )  Revenue 
Canada  guidelines  state  explicitly  that  pensions  must  be  in  the  form 
of  life  annuities. (9)  Both  measures  reflect  the  need  -  as  a  matter 
of  public  policy  as  well  as  individual  welfare  -  for  regular  income 
throughout  the  remainder  of  the  pensioner's  lifetime.  The  risk  of 
spending  all  one's  money  before  death  is  seen  as  unacceptable  to  the 
state,  v\^ich  \flOuld  be  required  to  support  the  pensioner. 

Annuity  contracts  may  be  issued  only  by  insurance  companies,  at  a 
cost  vvtiich  varies  from  time  to  time,  and  among  insurers.  The  employer 
may  use  accumulated  funds  to  purchase  a  life  annuity  for  the  retiring 
enployee  from  an  insurance  company.  More  commonly,  however,  the  plan  is 
self-insured  -  that  is,  pensions  are  paid  directly  from  the  fund  in 
accordance  with  the  plan,  and  the  employer  in  effect  assumes  the  risks 
of  mortality  and   investment  performance. 

In  either  case,  the  person's  total  entitlement  has  -  or  can  be 
assumed  to  have  -  a  capital  value,  v^ich  is  pooled  with  others'  capital 
in  order  to  cover  all  benefit  payments  for  participants,  regardless  of 
how  long  an  individual  may  live.  Payments  are  irade  from  a  combination 
of  the  capital  and  interest  earned.  The  proceeds  are  available  to  all 
contributors  as  a  group,  but  not  every  contributor  gets  back  all  of  his 
or  her  own  capital.  Those  v^^o  live  a  long  time  get  back  more  than  those 
who  do  not.  An  insurance  company  uses  mortality  tables  to  estimate 
how  long  contributors  and  their  spouses  will  live,  and  these  estimates 
determine  the  price  of  an  annuity  -  that  is,  the  amount  of  capital 
required  to  provide  for  the  expected  number  of  pension  payments.  A 
similar  calculation  enters  into  the  costing  of  pensions  in  a  self- 
administered  plan,  although  there  may  be  no  transfer  of  capital  to  an 
insurer  vhen  a  member  retires. (10) 

Many  plans  provide  the  employee  a  choice  of  type  of  annuity,  for 
instance,  for  life  only,  for  life  with  a  minimum  of  five  or  ten  years, 
(a  "guaranteed"  period)  or  for  the  life  of  the  retiree  with  a  payment 
continuing  to  the  spouse  after  the  death  of  the  retiree  (a  joint  and 
survivor  annuity).  'Guaranteed  annuities  mean  that  the  periodic  pay- 
ments, usually  monthly,  are  made  for  at  least  a  minimum  term  v\^ether  or 
not  the  retired  pensioner  dies  in  the  meantime.  In  a  joint  and  survivor 
annuity,  the  pensioner  receives  a  lower  amount  than  under  an  ordinary 
life  annuity,  but  on  the  death  of  the  pensioner  a  specified  monthly 
anxount  is  paid  to  the  surviving  spouse.  For  a  given  capital  amount  the 
amount  of  the  pension  is  highest  in  the  life  only  form;  it  is  lower  in 
the  form  of  a  guaranteed  annuity  or  a  joint  and  survivor  annuity.  In 
Table  14  these  differences  are  illustrated,  using  annuity  values  as  of 
mid-1979. 
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Amount  of  Retirement   Income 

The  amount  of  pension  is  determined  in  a  defined  benefit  plan  ac- 
cording to  the  plan  formula;  and  in  a  money-purchase  plan  by  annuity 
rates  prevailing  at  the  time  of  purchase.  Revenue  Canada  sets  maximum 
pension  amounts  for  defined  benefit  plans;  for  money-purchase  plans  pen- 
sions are  limited  through  restrictions  on  tax-deductible  contributions 
each  year.  At  present,  tax-free  maximum  contributions  to  a  pension  plan 
each  year  total  $3,500  each  by  employer  and  employee.  At  that  level  of 
$7,000  a  year,  the  pension  after  35  years  would  amount  to  about  $80,000 
a  year. 

For  a  registered  defined  benefit  plan,  the  annual  pension  is  max- 
imum $1,715  times  the  number  of  years  of  pensionable  service  up  to  35 
years  ($60,025)  or,  if  less,  the  product  of  2  per  cent  per  year  of 
pensionable  service  up  to  35  years  and  the  average  of  the  best  three 
consecutive  years  of  remuneration. (11) 

Whatever  the  plan  formula,  the  amount  of  pension  depends  on  pen- 
sionable service  with  the  same  employer.  As  we  have  seen  in  Chapter  4, 
the  amount  of  pension  income  being  received  is  small  and  the  numbers 
receiving  pension  income  are  few.  Table  15  shows  the  average  pension 
income  received   in  Canada  in  1975. 

Table  15 

Number  of  Pensioners  and  Average  Annual  Pension  from  Employment  Plans, 

by  Income  and  Sex,  Canada,  1976 


Male 

Female 

Both 

sexes 

Average 

Average 

Average 

Annual  income 

Number 

pension 

Number 

pension 

Number 

pension 

(Dollars) 

(Dollars) 

(Dollars) 

(Dollars) 

Under  1,000 

3,024 

487 

3,349 

417 

6,373 

450 

1,000-  1,999 

6,265 

700 

8,476 

672 

14,741 

684 

2,000-  2,999 

22,581 

797 

24,102 

807 

46,683 

802 

3,000-  3,999 

37,323 

1,323 

34,352 

1,237 

71,675 

1,282 

4,000-  4,999 

45,006 

1,716 

30,343 

1,591 

75,349 

1,666 

5,000-  5,999 

41,072 

2,231 

31,268 

1,956 

72,340 

2,112 

6,000-  7,999 

74,538 

3,088 

42,281 

2,168 

116,819 

2,755 

8,000-  9,999 

48,568 

3,767 

31,714 

2,769 

80,282 

3,373 

10,000-24,999 

150,711 

4,328 

57,128 

3,264 

207,839 

4,036 

25,000  and  over 

28,444 

7,612 

4,700 

5,043 

33,144 

7,246 

Ttotal 


457,532   3,331   267,713   2,122   725,245   2,885 


Source  Statistics  Canada,  Pension  Plans  in  Canada,  1978,  p.  50. 

The  Financial  Executive  Institute  survey  of  2,716  pensioners  re- 
tired from  a  selected  group  of  large  companies  in  Canada  showed  the  1977 
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average  pension   as   $5,208  based  on  estimated   average    earnings    of 
$17,063.(12) 

Adjustments  for  Inflation 

Escalation  of  benefits  after  retirement  may  be  provided  in  the 
terms  of  the  plan,  usually  with  reference  to  an  external  measurement  of 
prices  such  as  the  Consumer  Price  Index,  or  of  wage  and  salary  levels. 
Some  plans  limit  the  pension  adjustment  to  a  specific  percentage  in  any 
one  year  or  a  neximum  determined  by  some  other  formula.  Table  16  shows 
the  incidence  of  escalation  provisions   in  Ontario. 

Table  16 

Provision  for  Escalation  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public  sector 

Private  sector 

Per  cent 

Per  cent 

Plans 

Members 

members 

Plans 

Members 

members 

No  provision 

107 

266,930 

41.1 

8,473 

972,692 

95.2 

Consumer  Price 

Index  with  yearly 

maximum  of  under 

4  per  cent 

1 

348 

.1 

45 

41,668 

4.1 

4  per  cent 

and  over 

3 

215,956 

33.3 

6 

2,781 

.3 

Wage  index  under 

3  per  cent 

- 

- 

- 

4 

72 

- 

Other 

8 

164,780 

25.4 

20 

3,670 

.3 

Total 

119 

648,014 

100 

8,548 

1,020,883 

100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

Thus,  41.1  per  cent  of  public  sector  members  and  95.2  per  cent  of 
private  sector  members  in  Ontario  are  in  plans  without  automatic  escala- 
tion of  pension  benefits.  However  many  onployers  make  "ad  hoc"  adjust- 
ments, that  is,  occasional  increases  to  pensioners  without  amending  the 
regular  plan  provisions. 

Other  Benefits 

Benefits  on  Death  After  Retirement 

Provisions  may  be  payable  in  various  forms  as  described  above;  and 
the  form  -  whether  nominal  or  one  selected  by  the  individual  -  will  de- 
termine v*iat  portion  of  the  pension,  if  any,  will  be  payable  after  the 
pensioner  dies.  However,  some  plans  provide  an  automatic  survivor's 
pension  in  addition  to  the  regular  pension;  in  effect  it  is  a  type  of 
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life  insurance  and  as  such  does  not  involve  an  individual  option  with 
its  attendant  reduction  in  pension.  Otherwise  there  may  be  a  continua- 
tion of  nnonthly  payments  for  a  guaranteed  term,  a  monthly  pension  under 
a  joint  and  survivor  cption,  or  a  refund  of  the  balance  of  contributions 
after  deducting  pensions  already  paid.  Some  plans  make  no  provision  for 
surivors.  In  general,  these  are  non-contributory  arrangements  in  which 
there  are  no  employee  contributions  to  be  refunded.  The  prevalence  of 
post-retirement  death  benefits  is  shown  in  Table  17. 

Table  17 

Benefits  on  Death  After  Retirement  by  Sector,  Ontario,  1978 


Public  sector 

Private  sector 

Per  cent 

Per  cent 

Plans 

Members 

members 

Plans 

Members 

members 

No  benefit 

4 

1,292 

.2 

928 

259,374 

25.4 

Guaranteed  term  less 

than  60  months 

- 

- 

- 

26 

3,669 

- 

60  months 

40 

10,691 

2,990 

335,483 

- 

61-119  months 

1 

47 

- 

174 

2,930 

- 

120  months 

29 

3,225 

- 

3,555 

123,747 

- 

121-240  months 

- 

- 

- 

22 

111 

- 

Tbtal  guaranteed  term 

70 

13,963 

2.2 

6,767 

465,940 

45.6 

Employee  contributions 

less  pension  paid 

3 

71,070 

11.0 

240 

36,282 

3.6 

Employee  and  employer 

contributions  less 

pension  paid 

- 

- 

- 

56 

11,668 

1.1 

Survivor  pension 

36 

540,116 

83.3 

376 

212,093 

20.8 

Option  chosen 

3 

769 

.1 

133 

11,747 

1.1 

Other 

3 

20,804 

3.2 

48 

23,779 

2.3 

Total 


119  648,014   100 


8,548  1,020,883 


100 


Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

Thus,  less  than  1  per  cent  of  plan  members  in  the  public  sector  in 
Ontario  and  25.4  per  cent  of  plan  members  in  the  private  sector  were  in 
plans  vv^ich  provided  no  death  benefit  after  retirement.  Public  sector 
members  tend  to  receive  a  survivor  pension  and  private  sector  members 
tend  to  receive  a  guaranteed  annuity  with  five  years  being  the  most  com- 
mon guarantee  period.  Of  members  in  public  sector  plans  with  a  survivor 
pension,  85.5  per  cent  are  in  plans  providing  for  a  50  per  cent  survivor 
pension.  In  the  public  sector  in  Ontario,  83.3  per  cent  of  members  are 
in  plans  providing  a  survivor  pension  compared  to  only  20.7  per  cent  of 
private  sector  nembers.  In  the  private  sector  43.2  per  cent  are  in 
plans  providing  for  a  50  per  cent  survivor  pension. 


222 


Benefits  cxi  Death  Before  Retirement 

In  the  event  of  death  of  a  member  while  still  employed,  the  plan 
may  pay  a  surviving  spouse  a  monthly  pension  -  usually  about  half  of 
the  member's  accrued  pension  -  often  subject  to  a  minimum  age  or  service 
requirement.  More  oonmonly,  there  is  only  a  refund  to  the  estate  or 
designated  beneficiary  equal  to  the  employee's  own  contributions  -  with 
or  without  interest  -  and  in  some  cases  a  portion  of  the  employer's 
contributions.     Ihe  incidence  of   these  provisions   is  shown  in  Table  18. 

Table  18 

Benefits  on  Death  Before  Retirement  by  Sector,  Ontario,  1978 


Public  sector 

Private  sector 

Per  cent 

Per  cent 

Plans 

Members 

members 

Plans 

Members 

members 

No  benefit 

_ 

_ 

_ 

1,079 

299,411 

29.3 

Refund  of  employee 

contributions 

24 

77,544 

11.9 

2,430 

228,004 

22.3 

Refund  of  vested 

employer  contributions 

3 

769 

.1 

873 

70,713 

6.9 

Survivor  pension 

38 

561,359 

86.6 

654 

309,774 

30.3 

Refund  of  employee 

contributions  and  vested 

employer  contributions 

54 

8,342 

1.2 

3,486 

92,458 

9.0 

Other 

- 

- 

- 

26 

20,523 

2.0 

Total 

119 

648,014 

100 

8,548 

1,020,883 

100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

We  see  that  86.6  per  cent  of  members  in  the  public  sector  in 
Ontario  are  in  plans  providing  a  survivor  benefit  upon  death  prior  to 
retirement  compared  with  30.3  per  cent  in  the  private  sector.  In  the 
private  sector  in  Ontario  29.3  per  cent  of  members  are  in  plans  without 
death  benefits. 

There  is  no  requirement  in  the  Pension  Benefits  Act  or  Income 
Tax  Rules  that  interest  be  credited  in  the  event  of  a  refund  of  con- 
tributions. In  practice,  as  shown  in  Table  22,  most  plan  members  are 
promised  some  rate  of  return  cxi  their  contributions,  usually  below  the 
anticipated  yield  on  investments  of  the  pension  fund.  In  sane  cases  the 
rate  of  interest  credited  is  reviewed  periodically  and  adjusted  by 
amending  the  plan  or  notifying  the  members;  occasionally  the  rate  is 
linked  to  the  current  rate  paid  by  banks  or  other  savings  institutions. 
At  the  low  end  of  the  scale  are  provisions  v^iich  may  have  been  intended 
as  long-term  guarantees  -  that  is,  interest  rates  which  the  plan  could 
promise  regardless  of  short-time  fluctuations  in  investment  earnings. 
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Disability  Benefits 

Where  a  disability  pension  is  provided,  it  is  applicable  to  cases 
of  long-term  incapacity  to  perform  any  regular  work,  or  at  least  to  hold 
any  job  with  that  employer.  Benefits  may  be  reduced  by  goveminent  disa- 
bility pensions  (CPP,  Workinen's  Conpensation)  but  in  some  ^lans  are  pay- 
able in  addition  to  any  other  benefits.  The  amount  of  benefit  in  most 
cases  is  based  on  the  member's  accrued  pension,  and  is  either  the  full 
amount  without  reduction  en  account  of  age,  or  is  subject  to  actuarial 
adjustment. 

Data  in  T^ble  19  are  for  disability  provisions  in  pension  plans, 
and  do  not  indicate  the  availability  of  similar  benefits  under  group  in- 
surance programs.  The  latter  are  often  used  as  a  substitute  for  disabil- 
ity pensions  as  such;  or  the  two  types  of  coverage  may  apply  to  the  same 
group,  with  their  benefits  co-ordinated  in  some  manner. 

Table  19 

Disability  Benefits  Provided  by  Ffension  Plans  by  Sector,  CTitario,  1978 


Public  sector 

Private  sector 

Per  cent 

Per  cent 

Plans 

Members 

members 

Plans 

Members 

members 

Full  accrued  pension 

25 

522,711 

80.6 

685 

285,601 

27.9 

Actuarially  reduced 

pension 

25 

83,666 

12.9 

1,183 

127,311 

12.4 

Flat  amount  per  month 

1 

1,263 

.1 

18 

6,019 

.5 

Other 

6 

22,443 

3.4 

323 

180,043 

17.6 

None  provided 

62 

17,931 

2.7 

6,338 

421,849 

41.3 

Total  119  648,014    100   8,547  1,020,823    100 

Source  Statistics  Canada,  "Pension  Plans  in  Qitario,  January  1,  1978," 
unpublished  data. 

In  public  sector  plans,  97.3  of  members  have  disability  benefits  in 
the  pension  plan  and  80.6  per  cent  receive  a  full  accrued  pension.  In 
the  private  sector,  41.3  per  cent  of  members  have  no  disability  benefits 
in  the  pension  plan  and  27.9  per  cent  receive  a  full  accrued  pension. 

Vesting  and  Locking-In 

The  Pension  Benefits  Act  requires  that  a  member  of  a  plan  who  has 
been  a  member  of  the  plan  for  ten  years  or  who  has  had  continuous  ser- 
vice with  the  employer  for  ten  years  and  v^o  has  attained  the  age  of  45 
years  is  entitled  to  a  deferred  life  annuity  at  normal  retirement  age 
upon  termination  of  employment  or  membership  in  the  plan.  (13)  This  is 
known  as  the  45  and  10  vesting  rule.  There  cannot  be  any  later  vesting. 
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but  plans  nay  provide  for  vesting  at  an  earlier  age  or   after  a  shorter 
period  of  service. 

It  should  be  noted  that  the  Pension  Benefits  Act  requires  vesting 
and  locking-in  only  in  respect  of  benefits  accrued  from  the  "qualifica- 
tion date"  -  that  is,  the  effective  date  of  the  act,  January  1,  1965. 
Benefits  for  prior  service  are  included  if  such  benefits  were  created 
after  the  qualification  date.  For  example,  an  improvement  now  of  $2  in 
a  flat  rate  benefit  formula,  applied  to  all  service  including  years 
before  1965,  would  be  fully  vested  under  the  45  and  10  rule  even  if  the 
plan  provided  no  vesting  for  other  pre-1965  benefits,  \festing  provisions 
in  plans  governed  by  the  act  are  analyzed   in  "feble  20. 

Table  20 

Vesting  on  Itermination  of  Elnployment  by  Sector,  Ontario,   1978,    -   Plans 

Subject  to  Pension  Legislation 


Public  sector 

Private  sector 

Per  cent 

Per  cent 

Plans 

Members 

members 

Plans 

Members 

members 

Immediate  and  full 

33 

110,285 

22.5 

1,173 

56,488 

5.5 

Years  of  service 

Under  5 

3 

1,082 

49 

4,513 

5 

4 

3,833 

251 

44,091 

6  to  9 

2 

26 

102 

4,070 

10 

30 

89,236 

2,093 

390,106 

11  to  14 

2 

10 

172 

3,782 

15 

4 

22,102 

- 

540 

49,237 

16-19 

- 

- 

- 

145 

3,724 

20 

4 

2,565 

485 

30,658 

Over  20 

- 

- 

- 

25 

743 

Total 

49 

118,854 

24.2 

3,862 

530,924 

52.1 

Years  of  participation 

16 

244,012 

49.7 

1,337 

98,179 

9.6 

Age 

- 

- 

- 

22 

1,422 

.1 

Service  and/or 

participation  and/or 

age  1 

694 

.1 

231 

54,617 

5.4 

Other 

3 

4,587 

.9 

162 

40,892 

4.0 

No  vesting  other  than 

45  and  10 

10 

12,158 

2.5 

1,685 

236,440 

23.2 

Total 

112 

490,590 

100 

8,472 

1,018,962 

100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 

While  2.5  per  cent  of  members  in  the  public  sector  and  23.2  per 
cent  in  the  private  sector  in  Ontario  are  members  of  plans  with  no  vest- 
ing ^art  from  the  minimum  45  and  10  requirement,  the  statutory  provi- 
sion also  nodifies  the  effect  of  vesting  provisions  in  many  other  plans. 
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It  WDuld  ensure  some  vesting,  for  instance,  for  an  employee  vho  was  aged 
45  and  had  ten  years  of  service  but  less  than  ten  years'  participation 
in  the  plan  -  if  the  latter  condition  was  the  regular  plan  provision. 
Note  that  the  data  in  Table  20  refer  to  plan  vesting  otherwise  provided; 
in  fact  the  Pension  Benefits  Act  requires  inclusion  of  the  45  and  10 
rule  whether  or  not  there  are  other  vesting  provisions,  unless  the 
"regular"  provisions  are  equal  or  better  for  every  employee. 

Not  only  is  there  a  legal  requirement  that  a  pension  be  paid  at  re- 
tirement for  terminating  employees  who  satisfy  the  vesting  rule,  but  the 
Pension  Benefits  Act  requires  that  employee  contributions  be  locked-in. 
Thus  an  employee  vi^o  terminates  after  ten  years  of  service  and  at  age  45 
or  later  must  leave  his  or  her  contributions  in  the  pension  fund.  Just 
as  a  plan  may  provide  for  earlier  vesting,  it  may  provide  for  earlier 
locking-in.  Under  the  act  a  plan  may  allow  the  employee  to  receive  a 
cash  payment  of  up  to  25  per  cent  of  the  commuted  value  of  the  vested 
annuity. (14) 

Members  vAio  terminate  employment  before  satisfying  any  vesting 
conditions  receive  a  refund  of  their  own  contributions  -  usually  with 
interest,  although  the  interest  rate  applied  may  be  less  than  the  inter- 
est rate  earned  by  the  pension  fund.  Sometimes  the  employee  is  given  a 
choice  of  a  refund  of  his  or  her  own  contributions  or  a  deferred  pension 
as  accrued  under  the  pension  formula  of  the  plan. 

In  non-contributory  plans,  no  benefit  is  available  to  a  member  v^o 
terminates  employment  before  meeting  the  vesting  conditions  in  the  plan. 

Table  21  shows  provisions  in  Ontario  plans  for  disposition  of 
employee  contributions. 

Table  21 

Disposition  of  Einployee  Contributions  on  Itermination  of  Service  Prior 

to  Retirement  in  Contributory  Plans,  Ontario,  1978 

Public  sector         Private  sector 


Per  cent  Per  cent 

Plans  Members  members  Plans  Members  members 


Refund  with  forfeiture 

of  vesting  74  633,416  98.2  3,397  269,277  64.0 
Refund  with  retention 

of  vesting  16  623  .1  1,584  48,072  11.4 

Refund  with  no  vesting  8  10,877  1.7  1,005  76,134  18.1 

No  refund  15  149  -  224  27,435  6.5 

Ttotal  113  645,065  100  6,210  420,918  100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  January  1,  1978," 
unpublished. 
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Thus,  99.9  per  cent  of  members  in  the  public  sector  in  Ontario  and 
93.5  per  cent  in  the  private  sector  are  entitled  to  a  refund  of  contri- 
butions. Interestingly,  27,435  members  in  private  sector  plans  are  not 
eligible  for  refunds  compared  to  149  members  in  the  public  sector.  There 
is  no  statutory  requirement  to  refund  employee  contributions  upon  termi- 
nation prior  to  vesting. 

The  Pay  Research  Bureau  found  the  following  interest  rates  paid  on 
refunded  contributions: 

Table  22 

Interest  en  Refunded  Contributions,  Canada 

Interest  cai  refunded  Management/ 

contributions professional Office Non-office 

(Per  cent)                        (Per  cent  of  employment) 

Under  3.0                        .2  .8  .5 

3.0  to  3.9                     11.7  10.4  8.8 

4.0  to  4.9                     52.4  50.0  54.4 

5.0  to  6.0                      24.5  21.1  22.2 

6.1  to  8.0  2.4  3.8  3.5 
Variable  rate  7.7  12.3  7.2 
No  interest  paid  1.1  1.6  2.9 
Rate  unknown                      .0  .0  .5 

Source  Pay  Research  Bureau,  Enployee  Benefits  and  Conditions  of  Enploy- 
ment  in  Canada,  1978,  p.  75. 


MULTI -EMPLOYER  PLANS 

A  multi-employer  pension  plan  is  one  established  by  two  or  more 
enployers  in  an  industry  or  related  trades  for  the  benefit  of  their  em- 
ployees. Such  plans  typically  exist  in  industries  characterized  by  a 
large  number  of  small  competing  employers  using  large  numbers  of  skilled 
workers,  v^^o  move  frequently  from  employer  to  employer  while  remaining 
in  the  same  trade  union.  The  multi-employer  appproach  is  suited  for 
such  industries  as  construction,  in  which  it  is  often  impracticable, 
because  of  the  temporary  nature  of  the  employer-employee  relationship, 
to  maintain  separate  pension  or  insurance  programs.  In  the  case  of  a 
more  permanent  operation,  a  small  machine  shop  for  example,  access  to  a 
multi-employer  plan  may  be  the  only  solution  for  the  proprietor  who 
wishes  to  provide  pensions  without  assuming  an  undue  obligation  of  cost 
and  paper  work.  At  present,  multi -employer  pension  plans  are  operated 
for  irembers  of  a  wide  variety  of  trade  unions:  plumbers,  bricklayers, 
machinists,  labourers,  teamsters,  typographical,  iron,  electrical,  sheet 
metal  workers,  and  others. (15)  Portability  is  achieved,  in  that  employ- 
ees do  not  forfeit  their  pension  credits  vhen  they  move  fron  one  parti- 
cipating employer  to  another.  Even  greater  portability  is  possible 
where  reciprocal  agreements  are  made  among  several  multi-employer  plans. 
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so  that  workers  do  not  forfeit  benefit  rights  by  moving  fron  the  juris- 
diction of  one  plan  to  that  of  another. 

The  Canadian  Labour  Congress  originated  the  Canada-Wide  Industrial 
Pension  Plan  (CWIPP)  -  a  non-profit  pooled  plan,  inainly  for  small  groups 
(100  or  fewer  employees).  The  Board  of  Trustees  has  equal  representa- 
tion of  labour  and  management.  Benefit  features  are  uniform  except  for 
the  level  of  unit  pension  credited  for  each  unit  of  service,  and  the 
amount  of  past  service  to  be  recognized,  both  of  which  are  decided  by 
union-management  negotiations  in  each  group.  Contributions  are  fron  the 
enployer  only  and  are  based  on  the  age  and  service  profile  of  employees 
in  the  group  to  be  enrolled. 

CWIPP  guarantees  full  benefits  in  the  case  of  group  termination 
after  ten  years  of  enrolment.  It  provides  full  portability  for  employ- 
ees moving  from  one  CWIPP  group  to  another  and  vesting  after  18,000  con- 
tributory hours  of  employment.  It  has  a  membership  of  31  participating 
groups  with  1,800  employees  in  two  provinces .( 16 ) 

Establishment  of  a  multi-employer  plan  is  usually  the  result  of  a 
negotiated  agreement  between  a  group  of  associated  employers  and  a  union 
or  council  of  unions (17)  representing  employees  in  the  trade  or  indus- 
try. Such  an  agreement  may  becane  binding  on  other  employers  with  whom 
the  union  has  or  may  later  acquire  bargaining  rights  but  viho  are  not  in- 
itially nembers  of  the  employers'  negotiating  group. 

Most  multi-employer  plans  are  non-contributory,  with  enployer  con- 
tributions (usually  in  cents  per  hour)  and  member  benefits  based  on  the 
number  of  hours  worked.  Pensions  are  of  the  flat  benefit  type  rather 
than  earnings-related.  Since  contributions  and  benefits  are  negotiated 
on  an  industry-wide  or  geographic  basis,  there  is  no  direct  relationship 
between  costs  and  benefits  for  a  particular  employer.  In  fact,  one  em- 
ployer may  in  effect  subsidize  another,  since  differentials  in  such  cost 
factors  as  age  distribution  of  employees  are  not  always  reflected  in 
contribution  rates  for  different  employers.  Similarly,  cost  pooling  may 
have  the  effect  of  spreading  among  all  eirployers  the  cost  of  past  ser- 
vice benefits,  otherwise  more  cnerous  for  some  employers  than  for  oth- 
ers. Management  of  the  plan  is  the  responsibility  of  a  board  of  trus- 
tees, vvhich  may  be  composed  of  employer  and  employee  representatives, 
employee  representatives  only,  or  (in  theory  at  least)  employer  repre- 
sentatives only.  Membership  or  service  of  an  enployee  under  the  plan  is 
not  deemed  to  be  terminated  until  such  time  as  he  is  no  longer  employed 
by  any  of  the  onployers  of  the  group  or  a  member  of  the  union.  Thus  an 
employee  nay  move  from  employer  to  enployer  within  the  group  with  com- 
plete continuity  of  nembership,  service,  and  entitlement. 

The  benefit  formula  generally  provides  a  fixed  monthly  pension  for 
each  unit  (e.g.,  1,000  hours)  of  credited  current  service.  The  amount  of 
pension  is  determined  by  the  trustees  on  the  advice  of  an  actuary.  In 
general,  benefit  improvements  depend  primarily  en  the  ability  and  will- 
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ingness  of  the  parties  to  increase  the  contribution  rate.  Benefit 
increases  nay  also  be  possible  if  the  plan  experience  is  favourable  - 
for  exanple,  if  investment  earnings  are  greater  than  anticipated.  Such 
"gains"  serve  to  enhance  the  solvency  of  the  plan,  since  they  cannot 
reduce  the  employers'   oost. 

Several  characteristics  of  nulti-employer  plans  not  only  distin- 
guish them  from  other  enployment  pension  plans  (often  in  a  commendable 
way)  but  also  present  special  problems  for  their  administration  and  reg- 
ulatory bodies.  Ihe  aspects  considered  here  are:  delinquencies,  vesting, 
portability,   funding  and  solvency,   and  actuarial  certification. 

Delinquent  E^loyers 

Some  degree  of  contribution  delinquency  is  to  be  expected  in  most 
multi-enployer  plans.  Because  the  majority  of  employers  involved  are 
small  and  lack  depth  of  financial  resources,  the  slightest  reduction  in 
demand  for  their  services  may  give  rise  to  difficulties  in  meeting  their 
financial  commitments,  including  payments  due  to  the  pension  plan.  In 
prolonged  slack  periods  many  participating  employers  irey  go  out  of  busi- 
ness. If  the  plan  is  not  to  suffer  a  loss,  the  trustees  therefore  must 
watch  for  delinquencies  and  make  every  effort  to  collect  contributions 
due.  In  practice,  despite  the  widespread  use  of  fines  and  grievance  pro- 
cedures, delinquency  remains  a  matter  of  considerable  concern  to  many 
administrations  as  well  as  to  supervisory  authorities.  If  the  employer 
goes  out  of  business  it  may  be  impossible  to  collect  arrears  of  contri- 
butions; as  a  consequence  there  will  be  a  loss  of  benefits  by  his  own 
employees  and,   conceivably,   by  all  plan  members. 

If  delinquencies  cannot  be  eliminated  completely,  a  reduction  in 
the  actual   losses  suffered  might  be  affected  by: 

a)  requiring  trustees  to  report  delinquent  enployers  to  regulatory 
authorities ; 

b)  enabling  regulatory  authorities  to  take  action  against 
delinquents; 

c)  providing  in  legislation  that  contributions  payable  are  trust 
monies  and  are  first  charge  on  assets  of  an  employer  in  event 
of  cessation  of  cperations  or  bankruptcy. 

Vesting (18) 

Ihe  vesting  rule  provided  in  Section  21(1)  of  the  Pension  Benefits 
Act  is  more  readily  applied  to  single-employer  plans  than  to  multi- 
employer arrangements.  It  refers  to  ten  years  of  continuous  service 
with  an  eiiployer  or  ten  years'  membership  in  a  plan.  Under  a  multi- 
enployer  plan,  it  is  common  for  a  union  member  to  work  continuously  for 
ten  years  but  for  a  number  of  different  employers,    as    in   the   construc- 
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tion  industry.  A  literal  interpretation  of  the  act  would  deny  such 
an  enployee  mandatory  vesting  (if  age  45)  unless  plan  membership  also 
totalled  ten  years. 

Qualifications  for  plan  membership  also  may  serve  to  impair  peo- 
ple's pension  rights.  Most  plans  of  this  type  require  that  the  person 
be  a  "member  in  good  standing"  of  the  union  -  that  is ,  one  who  is  not 
more  than  a  certain  period  in  arrears  in  payment  of  union  dues.  How- 
ever, "good  standing"  can  be  lost  by  disciplinary  action  of  the  union, 
such  as  a  period  of  suspension  or  expulsion.  In  that  event  a  pension 
could  be  deprived  of  pension  entitlement,  or  the  ability  to  achieve 
entitlement,  by  virtue  of  constitutional  rules  of  a  union.  Whatever 
redress  the  union  member  may  have  through  the  union's  internal  appeal 
procedures  or  in  the  courts,  it  must  be  a  matter  of  concern  that  a 
disciplinary  action  can  cause  a  break  in  continuous  membership  and  so 
deprive  the  individual  of  pension  credits  already  earned. 

Continuity  of  service  for  vesting  purposes  is  usually  given  a 
liberal  meaning  in  multi-employer  plans.  In  a  single  eirployer  plan,  it 
is  easy  to  determine  whether  a  participant  has  terminated;  he  or  she  is 
either  still  enployed  or  not  employed.  Under  a  multi-employer  plan  it 
is  not  so  sinple.  An  employee  in  a  mobile  industry  such  as  construction 
may  experience  steady  employment  for  nine  months  and  then  not  work 
for  the  next  three  months.  If  this  three-month  layoff  constituted  a 
termination  of  employment,  and  the  employee  did  not  have  ten  years  of 
plan  membership  and  was  not  vested,  all  accrued  benefits  would  be  lost, 
even  if  the  worker  were  to  be  rehired  by  a  participating  employer. 
However,  the  typical  multi-employer  plan  treats  service  as  broken  only 
if  a  member  fails  to  earn  a  minimum  number  of  pension  credits  in  a 
certain  period:  e.g.,  one-half  year's  credit  within  three  consecutive 
years . 

Portability 

Because  employees  in  certain  industries  and  trades  are  mobile 
not  only  within  a  particular  area  or  province  but  also  nationally, 
their  pension  needs  can  be  met  only  if  portability  is  assured  through 
reciprocity  among  the  several  plans  in  \A^ich  they  may  be  involved.  When 
it  becomes  necessary  for  employees  to  work  outside  the  jurisdictional 
area  of  the  local  union  of  which  they  are  members  (the  "home  local") 
they  can  either  apply  for  a  "travel  card,"  or  transfer  membership  to 
the  local  union  of  their  new  work  area.  A  travel  card  permits  them 
to  work  within  the  jurisdictional  area  of  a  particular  local  without 
relinquishing  membership  in  the  home  local.  Without  a  reciprocal  ar- 
rangement for  pension  rights,  however,  non-vested  workers  who  transfer 
to  a  new  local  lose  the  benefits  they  have  earned  within  the  home  local. 
Travel  card  employees  moreover  do  not  accrue  benefits  in  the  home  local 
plan  v^ile  working  outside  of  its  jurisdictional  area,  nor  are  they 
entitled  to  pension  credits  in  the  plan  of  the  local  in  v\^ose  area  they 
are  working. 
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Where  multi-enployer  plans  are  linked  by  reciprocal  agreements, 
errployees  do  not  suffer  a  loss  of  benefits  by  transferring  membership 
to  another  local  or  working  with  a  travel  card.  The  ideal  would  be 
a  national  plan  for  each  industry  or  trade,  as  currently  in  effect 
for  the  elevator  industry.  However,  it  must  be  recognized  that  the 
number  of  employers  involved  in  that  industry  is  relatively  small.  In 
others,  there  is  less  likelihood  that  national  plans  will  materialize; 
provincial  plans  are  a  more  realistic  possibility. 

Funding  and  Solvency 

Multi-employer  plans,  with  their  combination  of  fixed  contributions 
and  defined  benefits,  present  special  problems  for  regulatory  agen- 
cies in  applying  the  solvency  standards  established  under  the  Pension 
Benefits  Act.  In  the  case  of  a  defined  benefit  plan  the  employer  is 
required  to  pay  annually  such  amounts  vitiich,  vhen  added  to  any  employee 
contributions,  are  sufficient  to  provide  the  promised  benefits  over 
time.  Ihe  enployer  is  also  responsible  for  meeting  any  experience  defi- 
ciency that  may  arise.  In  a  money-purchase  or  profit  sharing  pension 
plan  the  enployer  is  liable  only  for  contributions  at  the  rate  stipu- 
lated in  the  plan;  there  is  no  liability  for  any  failure  of  the  invested 
funds  to  produce  a  specific  level  of  pension.  These  requirements  cannot 
both  be  applied  to  a  single  plan  unless  it  contains  distinct  money- 
purchase  and  defined  benefit  cortponents.  For  the  solvency  rules  to  be 
enforced  in  respect  of  multi-employer  plans  it  has  been  necessary  to 
interpret  the  regulation  in  a  practical  manner  and,  in  some  cases,  to 
require  that  the  plan  provisions  be  modified. 

First  there  is  the  question  of  who,  in  a  multi-employer  plan, 
has  the  funding  responsibility  which  the  legislation  assigns  to  the 
employer,  ^art  from  the  potentially  serious  problem  of  delinquencies 
discussed  above,  it  is  plainly  beyond  the  power  of  any  one  participating 
employer  to  control  the  plan's  solvency.  Hence,  the  regulatory  agency 
must  resort  to  the  expedient  of  insisting  that  certain  measures  be 
taken  by  the  trustees;  the  penalty  for  non-compliance,  presumably, 
is  deregistration  of  the  plan.  It  follows  that  the  obligation  of  each 
enployer  is  treated  as  the  equivalent  of  a  defined  contribution  (money- 
purchase)  commitment,  although  the  plan  as  a  whole  is  of  the  defined 
benefit  type. 

In  the  second  place,  the  reality  of  a  fixed  contribution  rate 
must  be  reconciled  with  the  desirability  (in  most  cases)  of  providing 
a  defined  benefit.  When  it  becomes  evident  that  the  specified  contri- 
bution rate  is  insufficient  to  support  the  plan  benefits  -  and  assuming 
that  the  contribution  rate  is  not  renegotiated  for  some  time  at  least  - 
solvency  of  the  plan  can  be  maintained  only  by  neans  of  a  reduction  in 
benefits.  The  regulatory  authority  must  be  satisfied  that  this  remedy 
is  available;  the  multi-employer  plan,  like  a  single-enployer  plan,  must 
not  be  permitted  to  promise  more  than  it   is  able  to  deliver. 
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A  third  problem  of  regulation  is  that  of  properly  assessing  actu- 
arial estimates  in  the  ODntext  of  a  number  of  companies ,  many  of  them 
operating  on  a  small  scale  and  likely  to  disappear  altogether  when 
there  is  a  downturn  in  the  market  for  their  output.  A  multi-employer 
pension  plan  with  a  substantial  liability  for  past  service  benefits  is 
particularly  vulnerable  to  cutbacks  in  employment;  the  special  payments 
required  to  amortize  the  unfunded  liability  are  not  variable  as  current 
service  costs  are.  A  given  level  of  benefit  is  tenable  only  so  long 
as  overall  employment,  and  therefore  contributions,  remain  at  or  above 
the  level  assumed  for  the  purpose  of  calculating  the  benefit.  A  severe 
or  prolonged  recession  in  the  trade  or  industry  means  that  the  fixed  and 
variable  plan  costs  together  will  tegin  to  exceed  the  revenue  available. 
The  same  will  be  true  if  one  large  or  several  small  firms  go  out  of 
business;  their  contributions  are  no  longer  flowing  into  the  fund  to 
support  the  special  payments  for  past  service  which,  in  normal  circum- 
stances, would  give  no  special  cause  for  concern.  Where  a  single- 
employer  plan  encounters  a  similar  cost  increase  (per  covered  employee), 
the  enployer  has  an  obligation  to  make  up  the  deficiency.  In  a  multi- 
employer plan  there  is  no  such  recourse  to  the  funds  of  the  firm  in 
which  the  problem  has  arisen.  Similarly,  a  single-employer  plan  will 
be  wound  up  if  a  bankruptcy  or  other  shutdown  occurs,  and  the  benefits 
of  workers  in  other  oonpanies  will  not  be  affected;  while  in  a  multi- 
employer plan,  the  economic  difficulties  of  a  few  may  affect  the  pension 
benefits  of  employees  throughout  the  plan.  Most  serious  are  those 
instances  \*ere  a  prolonged  decline  in  an  entire  industry  precludes  any 
significant  or  timely  increase  in  the  rate  of  employer  contributions. 

Since  solvency  is  so  heavily  dependent  on  the  knowledge  and  judg- 
ment of  actuaries  and  regulatory  todies,  it  will  not  be  helpful  to  rely 
on  a  single  rule  governing  the  formulation  of  employment  and  revenue 
assumptions  in  a  multi-employer  plan.  Nevertheless,  it  is  apparent  to 
the  Commission  that  multi-employer  pensions  call  for  special  attention 
in  the  area  of  solvency,  if  only  to  ensure  that  the  protection  envisaged 
by  the  Pension  Benefits  Act  is  extended  as  far  as  possible  to  members  of 
these  plans  as  well  as  those  in  single-employer  plans. 

Actuarial  Certification 

Currently  the  form  of  certification  provided  by  actuaries  for 
multi-employer  plans  varies.  Some  actuaries  provide  certificates  as 
though  these  were  purely  defined  benefit  plans  and  show  the  contribution 
rate  required  to  provide  these  benefits  which  may  be  higher  or  lower 
than  that  actually  in  force  under  the  negotiated  agreement.  Other  ac- 
tuaries take  the  view  these  are  essentially  money-purchase  arrangements, 
since  the  contribution  rate  is  clearly  defined  and  is  coupled  with  a 
clause  allowing  the  benefit  to  vary;  they  certify  only  that  the  rate  of 
contribution  to  the  plan  is  in  accord  with  the  terms  of  the  agreement. 
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Neither  of  these  forms  of  certification  is  suitable.  There  is 
insufficient  disclosure  to  enable  the  regulatory  authorities  and  plan 
memlDers  to  ascertain  the  true  financial  position  of  the  plan. 


REGISTERED  RETIREMENT  SAVINGS  PLANS  (RRSPs) 

Description 

Two  decades  after  its  introduction  in  1957,  the  Registered  Retire- 
ment Savings  Plan  (RRSP)  has  evolved  into  an  inportant  savings  vehicle 
in  Canada. (19)  Initially  the  program  was  rather  slow  to  take  root 
prorpting  one  researcher  in  the  mid-1960s  to  observe  that  "a  tax  deduc- 
tion scheme  that  attracts  only  1.4  per  cent  of  eligible  taxpayers  must 
be  judged  something  less  than  a  smashing  success. "( 20 )  Since  that 
time  the  program  has  been  expanded  and  extended  well  beyond  its  initial 
limits  and  consequently  has  attracted  increasing  taxpayer  participation. 
By  1976,  the  latest  year  for  which  data  are  available,  10.5  per  cent 
of  the  over  12  million  persons  v*o  filed  income  tax  returns  in  Canada 
reported  RRSP  contributions,  with  a  record  level  of  over  $2  billion. 
With  annual  accumulations  of  this  magnitude  the  program  has  come  to 
represent  an  important  component  of  gross  personal  savings  in  Canada. 

The  RRSP  was  designed  primarily  to  assist  people  with  earnings 
but  not  involved  in  employment  pension  plans  to  create  a  fund  for  the 
purpose  of  providing  retirement  income.  They  were  offered  some  of  the 
tax  advantages  available  to  members  of  registered  pension  plans.  At  the 
same  time,  the  opportunity  to  contribute  to  an  RRSP  was  also  given  to 
those  vvtio  were  members  of  employment  pension  plans,  although  in  somevi^at 
lower  amounts. 

Registration  of  a  retirement  savings  plan  with  Revenue  Canada 
parmits  the  holder  to  deduct  contributions  from  gross  income  for  tax 
purposes,  and  the  income  fron  investments  of  the  RRSP  is  not  taxed.  Tax 
is  paid,  however,  when  the  funds  are  withdrawn  from  the  RRSP.  Thus 
taxes  are  deferred  during  the  period  of  accumulation,  as  they  are  in  the 
case  of  a  registered  pension  plan. 

The  Registered  Retirement  Savings  Plan  is  a  contract  between  an 
individual  and  an  insurance  conpany,  trust  coirpany,  or  another  institu- 
tion authorized  to  issue  investment  contracts.  Each  plan  must  conform 
to  Section  146  of  the  Inccxne  Tax  Act,  v^iose  detailed  provisions  may  be 
summarized  as  follows: 

-  They  limit  the  investment  of  RRSP  funds  to  "pens ion- type"  in- 
vestments in  order  to  prevent  taxpayers  and  their  advisers  from 
speculating  with  retirement  income. 

-  They  guard  against  the  use  of  RRSPs  to  achieve  tax  and  estate 
planning  objectives  rather  than  to  provide  a  retirement  incane. 
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The  present  amount  of  contributions  vsiiich  are  tax  deductible  is  20 
per  cent  of  earned  income  to  a  maximum  of  $5,500  per  year  for  those  who 
are  not  members  of  a  pension  plan.  Where  an  employer  contributes  to  a 
pension  plan,  the  employee  ney  deduct  RRSP  contributions  up  to  20  per 
cent  of  earned  income,  subject  to  a  maximum  of  $3,500,  less  the  amount 
of  the  enployee's  own  contribution  to  the  pension  plan.  In  addition,  a 
worker  may  make  all  or  part  of  the  permitted  contribution  for  his  or  her 
spouse  even  though  the  spouse  may  have  no  earned  income . ( 21 ) 

All  amounts  withdrawn  fron  KRSPs  are  subject  to  tax,  but  several 
options  are  available  at  retirement.  Unless  the  RRSP  holder  withdraws 
all  or  part  of  the  funds  (which  are  then  taxed  as  income  in  that  year) 
the  accumulated  value  must  be  used  to  provide  a  regular  incone ,  through 
an  approved  annuity  contract  or  investment  vehicle. 

Until  1978  the  proceeds  of  an  RRSP  had  to  be  taken  in  the  form  of  a 
life  annuity  purchased  fron  a  life  insurance  company  and  commencing  be- 
fore the  contributor's  71st  birthday.  The  annuity  could  have  a  guarantee 
period  or  be  in  a  joint  and  survivor  form.  Two  other  options  are  now 
available.  Under  the  first,  the  assets  are  converted  into  a  "term  cer- 
tain" annuity  with  equal  payments  ceasing  at  age  90.  Under  the  second, 
the  assets  are  transferred  into  a  Registered  Retirement  Income  Fund 
(RRIF)  out  of  v^ich  must  be  paid  each  year  an  amount  equal  to  the  value 
of  the  fund  at  the  beginning  of  the  year  divided  by  the  number  of  years 
from  the  annuitant's  age  to  age  90.  In  any  case  the  income  payments 
must  start  not  earlier  than  age  60  nor  later  than  age  70. 

By  selecting  the  RRIF  cption  the  individual  is  not  forced  to  give 
up  control  of  the  investments  in  his  or  her  RRSP  upon  reaching  age  71. 
The  RRIF  however  does  not  offer  complete  flexibility;  annual  payments 
start  at  5  per  cent  of  the  fund  or  less,  which  is  probably  well  below 
the  interest  earned  oy  the  fund,  then  rise  quite  rapidly  to  a  maximum 
when  the  annuitant  is  age  89  and  then  stop.  If  the  annuitant  dies  before 
age  90  the  remaining  assets  are  available  to  the  beneficiary  or  estate. 

These  iTBtters  and  the  permitted  investments  are  described  in  detail 
in  the  taxation  chapter. 

Although  each  plan  must  conform  to  the  Income  Tax  provisions,  room 
exists  for  considerable  variety  within  the  prescribed  limits.  An  insur- 
ance company  RRSP  may  be  associated  with  a  life  insurance  policy  with  a 
cash  surrender  value,  for  instance,  or  it  may  involve  the  immediate  pur- 
chase of  a  deferred  life  annuity.  Other  RRSPs  may  be  common  stock  or 
mutual  fund  plans  investing  in  the  stock  market,  or  mortgage  and  bond 
funds,  or  savings  deposit  plans.  RRSPs  irey  also  be  self-administered, 
with  individuals  selecting  their  investments  fron  those  permitted.  Ad- 
ministrative charges  vary  in  form  and  amounts.  Some  may  be  "front-end 
loaded"  -  that  is,  an  amount  deducted  from  the  contribution.  Such 
charges  may  result  in  a  loss  of  capital  if  funds  are  withdrawn  before 
interest  earnings  have  covered  the  initial  deduction. 
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A  group  RRSP  may  be  established;  a  single  fund  is  set  up  for  the 
group,  but  is  similar  to  an  individual  RRSP  so  far  as  each  member  is 
concerned. (22)  Such  an  arrangement  amounts  to  a  collection  of  individ- 
ual RRSP  contracts  under  the  general  sponsorship  of  an  employer  or  asso- 
ciation. The  employer,  although  not  entitled  to  tax  deductibility  for 
group  RRSP  contributions  as  such,  may  arrange  to  pay  employees  certain 
amounts  (bonuses,  etc.)  on  condition  that  they  immediately  transfer 
these  payments  to  an  RRSP.  In  practice  therefore,  a  group  RRSP  can  be 
financed  entirely  by  employer  money,  technically  paid  first  to  individ- 
ual employees  but  in  fact  channeled  directly  into  the  plan. 

Groups  RRSPs  are  not  subject  to  the  rules  and  reporting  require- 
ments of  the  Pension  Benefits  Acts,  although  they  resemble  employment 
pension  plans  in  many  respects.  By  their  nature  they  provide  full  and 
immediate  vesting  of  employer  contributions  and  are  solvent  at  all 
times.  A  group  RRSP  in  combination  with  a  deferred  profit  sharing  plan 
is  sometimes  considered  by  the  employer  preferable  to  a  registered  pen- 
sion plan. 

RRSPs  have  generated  a  large  amount  of  new  saving  from  people  who 
do  not  belong  to  pension  plans  and  also  from  many  who  do.  They  have, 
however,  another  important  effect  which  may  have  been  considered  inci- 
dental vAien  they  viere  established.  RRSPs  form  a  very  convenient  deposi- 
tory for  savings  originally  made  in  some  other  form;  a  substantial  part 
of  the  assets  accumulated  in  RRSPs  undoubtedly  consists  of  transfers 
from  other  sources.  Such  transfers  may  occur,  for  example,  when  a  pen- 
sion plan  is  wound  up  and  the  members  do  not  want  to  have  annuities 
(immediate  or  deferred)  purchased  for  them  from  an  insurance  company. 
The  Income  Tax  Act  also  allows  tax-free  transfers  to  RRSPs  of  certain 
payments  received  by  employees  or  pensioners:  a  superannuation  or  pen- 
sion benefit,  a  payment  under  the  Old  Age  Security  Act  or  a  provincial 
supplement,  a  Canada/Quebec  Pension  Plan  benefit,  a  retiring  allowance, 
or  money  received  from  a  deferred  profit  sharing  plan. 

Growth  of  RRSP  Funds 

Statistical  data  on  RRSPs  and  RRSP  contributors  are  provided  in  a 
paper  prepared  by  Harry  Weitz  for  the  Commission  and  reproduced  in 
Volume  VIII.  Some  data  have  been  used  in  the  foregoing  outline;  statis- 
tics for  contributors  and  participation  are  discussed  in  Qiapter  8. 

Increasing  contribution  levels  and  rising  participation  are  re- 
flected in  a  steadily  growing  flow  into  RRSP  funds.  What  started  out  as 
a  trickle  of  funds  in  the  mid-1950s  and  early  1960s  became  a  veritable 
flood  by  the  early  1970s.  In  the  first  ten  years  of  their  existence, 
1958  to  1967,  gross  contributions  into  RRSP  funds  amounted  to  about  half 
a  billion  dollars  ($547  million);  ten  years  later  the  accumulated  gross 
inflow  had  exceeded  $9.6  billion. 
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In  1977  alone,  contributions  amounted  to  well  over  $2.3  billion, 
more  than  four  times  the  amount  contributed  in  the  first  ten  years  of 
the  program. 

Taxpayer  participation  in  RRSPs  appears  to  be  responsive  to  the 
level  of  tax  deferment  allowable.  As  shown  in  Table  23,  each  upward 
adjustment  in  allowable  contribution  ceilings  has  brought  increased 
contributions  into  the  RE^P  market.  After  a  period  of  moderate  year 
to  year  increases  in  gross  cash  inflows,  the  pattern  was  interrupted 
in  1965  by  a  sharp  rise  of  some  42  per  cent  over  the  previous  tax  pe- 
riod. This  acceleration  clearly  was  the  response  to  a  1965  amendment 
which  increased  the  contribution  ceiling  from  the  lesser  of  10  per 
cent  of  income  or  $1,500  for  contributors  to  private  pension  plans  and 
$2,500  for  all  others,  to  20  per  cent  of  incone,  but  with  dollar  limits 
remaining  unchanged.  The  next  peak  appears  in  1972.  In  that  year 
contributions  limits  were  raised  sharply  to  the  lesser  of  20  per  cent  of 
eligible  income,  or  $2,500  for  private  plan  contributors  and  $4,000  for 
others.  At  this  point  gross  contributions  more  than  doubled  to  over 
$645  million  in  1972  from  $319  million  the  previous  year.  In  1973,  the 
second  year  in  \*ich  these  higher  contribution  levels  applied,  gross 
contributions  to  RF^Ps  rose  by  another  43  per  cent  and  then  fell  back  in 
1975  to  a  growth  rate  of  23  per  cent,  but  still  amounted  to  well  over 
$1.5  billion.  The  latest  increase  in  allowable  limits  was  nede  in  1976, 
raising  the  dollar  level  to  $3,500  for  contributing  plan  members  and 
$5,500  for  others.  In  that  year  taxpayers  responded  by  increasing  their 
input  by  some  39  per  cent,  for  a  one-year  record  of  $2,115  billion. 
Although  the  contribution  level  continues  to  grow,  and  preliminary 
figures  for  the  1977  tax  year  indicate  that  another  $2,355  billion 
were  placed  in  RRSPs,  the  growth  rate  declined  to  11  per  cent.  Any 
conclusion  to  be  drawn  from  this  apparent  downward  trend  in  growth  rate 
would  be  very  speculative  and  premature  at  this  time,  since  a  single 
observation  cannot  be  construed  as   indicative  of  a  trend. 

The  trend  as  shown  in  Table  23  represents  only  the  gross  inflow 
into  RRSP  accounts  and  not  the  net  amount  that  remains  for  long-term 
accumulation.  Obviously,  if  the  inflow  is  responsive  to  tax  stimulus, 
seme  portion  of  these  tax-sheltered  funds  must  be  vulnerable  to  early 
withdrawal.  Also,  over  two  decades  of  operation,  the  program  contains 
sane  element  of  maturing  holdings  that  must  be  withdrawn  to  purchase 
annuities.  We  must  ask  therefore,  how  much  of  the  more  than  $10  billion 
that  has  flowed  into  RRSP  accounts  still  remains  for  long-term  accumula- 
tion to  provide  pension   income  for  their  holders. 

Comprehensive  data  related  to  total  assets  held  in  RRSP  funds  are 
not  available,  but  some  broad  estimates  can  be  made.  Fairly  complete 
data  of  net  RRSP  holdings  by  trust  companies  and  mutual  funds  can  be 
derived  from  recently  published  material.  ( 23 )  The  major  information 
gaps  are  insurance  company  RRSP  funds  which,  in  practice,  represent  a 
relatively  small  proportion  of  total  RRSP  sales.  The  relative  size  of 
the  insurance  company  activity  in  the  RRSP  program  may  be  seen  in  unpub- 
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lished  data  from  Revenue  Canada,  showing  the  number  of  new  RRSP  accounts 
that  came  into  existence  in  the  1976  tax  year.  According  to  these  data, 
of  the  nearly  705,000  new  accounts  in  1976,  less  than  180,000  were  with 
insurance  companies;  in  other  words,  they  had  about  one-quarter  of  the 
new  business  in  1976.  Data  for  these  current  funds  as  well  as  past  ac- 
cumulations are  not  available  with  one  minor  exception,  the  RflSP  compo- 
nent of  insurance  coipany  segregated  funds  designed  primarily  for  the 
private  pension  industry.  Of  total  segregated  fund  assets  of  well  over 
$3.5  billion  in  1977(24)  only  $200  million  were  RRSP  allocations. 

Table  23 

Contributions  to  RRSP  Funds  in  Canada,  1958-1977 

Annual  contributions  Annual  increase 

(Per  cent) 


25 
18 
15 
24 
42 
23 
18 

20 
25 
26 
42 
100 
43 
35 
23 
39 
11 


a  Estimate 
b  Preliminary 

Source  Revenue  Canada,  Taxation  Statistics,  reports  for  taxation  years 
1958-1976;  and  preliminary  data  fron  Revenue  Canada,  Taxation. 

Based  on  these  data,  it  is  estimated  that  by  the  end  of  1977  assets 
held  in  RRSP  funds,  exclusive  of  those  held  by  chartered  banks  and  in- 
surance ccmpanies  (other  than  the  limited  segregated  conponent)  amounted 
to  well  over  $6  billion.  The  actual  amount  undoubtedly  is  considerably 
higher,  probably  closer  to  $7  billion.  On  this  basis,  therefore,  the 
actual  flow  of  $10  billion  into  RRSPs  has  ended  with  a  30  to  35  per  cent 
net  cash-out.  In  this  context,  however,  "cash-out"  includes  withdrawal 
to  purchase  an  annuity;  how  much  was  removed  in  lump-sum  amounts  for 
other  purposes  is  not  known.  In  general,  the  cash-out  rate  is  about 
what  cne  would  expect  in  a  program  v^ere  approximately  80  per  cent  of 
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(Thousands  of  dollars) 

1958 

19,004 

1959 

20, 000(a) 

1960 

27,526 

1961 

34,322 

1962 

40,456 

1963 

46,456 

1964 

57,704 

1965 

81,997 

1966 

100,618 

1967 

118,864 

1958- 

-1967 

546,947 

1968 

142,618 

1969 

178,600 

1970 

225,200 

1971 

319,800 

1972 

645,100 

1973 

922,600 

1974 

1,243,700 

1975 

1,524,500 

1976 

2,115,500 

1977 

2, 355, 000(b) 

1968- 

-1977 

9,672,618 

Total 

1958- 

-1977 

10,291,565 

participants  indicate  that  their  purchases  were  made  for  pension  pur- 
poses, as  disclosed  in  the  Conmission's  survey.  Assets  remaining  in  RRSP 
funds  represent  in  large  part  a  substantial  pool  of  savings  for  pension 
purposes . 


DEFERRED  PROFIT  SHARING  PLANS 

Profit  sharing  plans  are  plans  provided  by  employers  whereby  em- 
ployees share  in  the  profits  of  the  enterprise.  In  some  cases  profit 
sharing  takes  the  form  of  a  periodic  cash  distribution.  In  others  the 
payments  are  deferred,  with  the  accumulated  value  payable  on  retirement 
or  in  other  contingencies  such  as  death,  disability,  permanent  layoff, 
or  voluntary  termination.  Deferred  profit  sharing  may  be  substantially 
the  same  as  an  employment  pension  plan  except  for  provisions  governing 
the  employer's  contributions. 

Inccane  tax  treatment  differs  according  to  type  of  plan.  A  direct 
cash  distribution  of  profit  to  employees  is  taxable  as  wages  or  salaries 
and  is  a  deductible  business  expense.  Deferred  profit  sharing  is  found 
in  three  distinct  forms  -  often  identified  by  reference  to  the  applica- 
ble tax  provisions: 

1.  Profit  sharing  pension  plans,  that  is  registered  pension  plans 
where  the  amount  of  employer  contributions  is  determined  by 
profits,  subject  to  a  minimum  annual  payment.  Many  are  in  fact 
money-purchase  plans,  although  some  have  a  defined  benefit  con- 
ponent,  e.g.,  for  past  service. 

2.  Deferred  profit  sharing  plans  (DPSPs)  registered  under  Section 
147  of  the  Income  Tax  Act.  Ihey  are  subject  to  certain  restric- 
tions (e.g.,  as  to  investments,  vesting,  amount  of  contribu- 
tions) and  enjoy  some  of  the  tax  advantages  of  registered  pen- 
sion plans. 

3.  Employee  profit  sharing  plans,  defined  in  Section  144  of  the 
Income  Tax  Act.  These  are  not  registered,  and  indeed  have  no 
special  tax  privileges  applicable  to  their  members. 

The  deferred  profit  sharing  plan  offers  tax  advantages  to  both  em- 
ployer and  employee.  Employer  contributions  in  respect  of  any  employee 
are  subject  to  an  overall  maximum  of  $3,500  per  year  (or  20  per  cent  of 
the  anployee's  salary  if  less)  including  contributions  to  any  other 
plan.  The  act  requires  that  a  minimum  contribution  be  made  by  the 
employer,  usually  $100  per  employee,  in  any  year  in  which  profits  are 
earned.  The  method  of  determining  the  employer's  total  contribution  and 
the  method  of  allocating  it  among  employees  may  be  determined  by  a 
formula  or  may  be  at  the  employer's  discretion. 
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As  in  the  case  of  registered  pension  plans  the  employer's  contribu- 
tions are  deducted  from  the  employer's  income  before  tax  and  are  not 
taxed  as  income  of  the  employees.  Further,  the  interest  income  and 
realized  gains  of  the  profit  sharing  fund  are  tax  free  if  the  fund  is 
invested  in  qualified  securities.  In  general  any  payments  out  of  the 
fund  to  members  are  subject  to  tax.  Employee  contributions  to  a  DPSP 
are  however  not  tax  deductible,  and  so  are  not  taxable  when  withdrawn. 

While  a  deferred  profit  sharing  plan  may  be  established  with  the 
object  of  providing  for  the  employee's  retirement,  the  benefit  does 
not  necessarily  have  to  be  taken  in  the  form  of  a  life  annuity.  Cash 
distributions  at  retirement  or  earlier  are  permitted  and  the  benefit 
may  be  transferred  to  a  Registered  Retirement  Savings  Plan  or  an  income 
averaging  annuity. 

In  some  plans  the  onployee  receives  a  distribution  of  shares  in 
settlement  of  the  rights  under  the  plan.  He  then  pays  tax  on  the  amount 
of  allocations  fron  the  employer,  from  the  investment  income,  and  from 
realized  capital  gains;  but  he  may  defer  paying  tax  on  unrealized  gains 
in  the  shares  until  he  ultimately  sells  them. 

The  ability  to  take  the  benefit  in  the  form  of  a  lump  sum  or  over  a 
few  years  is  a  major  difference  between  a  deferred  profit  sharing  plan 
and  a  registered  pension  plan.  On  the  other  hand,  a  DPSP  cannot  provide 
past  service  benefits,  nor  can  it  upgrade  benefits  by  amendments  in 
order  to  offset  inflation. 

Another  important  difference  is  that  each  allocation  to  an  employee 
must  vest  within  five  years  of  the  time  of  its  allocation,  regardless  of 
the  employee's  age  and  total  service;  and  in  any  case  on  retirement  or 
disability.  Ihe  DPSP  vesting  rule  therefore  is  quite  different  fron  that 
for  pension  plans  where  benefits  need  not  be  vested  until  a  member  has 
ten  years  of  service  and  has  attained  age  45. 

For  an  Errployees  Profit  Sharing  Plan  as  defined  in  Section  144  of 
the  Incane  Tax  Act  there  are  no  registration  requirements  and  no  special 
tax  concessions,  except  that  employer  contributions  are  a  deductible 
business  expense.  While  the  trust  itself  is  non-taxable,  all  invest- 
ment income  including  capital  gains  and  losses  must  be  allocated  to 
individual  members  and  is  treated  as  their  income  for  tax  purposes. 
The  same  applies  to  enployer  contributions  and  any  amounts  forfeited 
by  non-vested  members.  Employee  contributions  are  not  deductible  from 
income  for  tax  purposes.  On  the  other  hand,  such  a  plan  offers  the 
individual  a  tax-free  payout  as  is  the  case  with  personal  savings  - 
to  the  extent  that  tax  has  already  been  paid  on  the  income.  The  ac- 
cumulated amount  may  be  used  to  purchase  an  annuity,  in  which  case 
only  the  interest  portion  of  payments  will  be  taxable.  In  addition, 
in  contrast  to  various  registered  arrangements,  the  member  benefits 
directly  fron  certain  offsetting  tax  features  such  as  the  dividend  tax 
credit,  interest  deduction,  and  the  lower  tax  rate  on  capital  gains. 
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statistics  as  to  the  coverage,  contributions,  and  benefits  of 
deferred  profit  sharing  plans  (DPSPs)  are  scarce,  and  are  almost  non- 
existent for  non- registered  types  of  profit  sharing. 

A  survey  published  in  March,  1977  by  Hewitt  Associates  concerned 
210  large  corporations  in  Canada  who  responded,  out  of  1,800  who  were 
invited  to  participate  in  a  survey  of  capital  accumulation  plans.  (25) 
Of  those  responding,  approximately  one-quarter  reported  some  type  of 
capital  accumulation  plan.  Almost  all  the  participants  with  capital 
accumulation  plans  also  had  pension  plans. 

Of  the  58  plans  reported  29  were  not  registered,  including  Employ- 
ees Profit  Sharing  Plans  meeting  the  requirements  of  Section  144  of  the 
Incone  Tax  Act.  Fourteen  were  Registered  Deferred  Profit  Sharing  Plans, 
eight  were  group  Registered  Retirement  Savings  Plans,  and  seven  were 
combinations  of  DPSPs  and  RRSPs.  No  information  is  available  as  to  the 
total  membership,  contributions  or  assets  of  these  plans. 

Revenue  Canada  reports  that  22,400  Deferred  Profit  Sharing  Plans 
had  been  registered  to  the  end  of  last  year,  but  it  is  not  known  how 
many  of  these  have  been  discontinued.  In  1978,  1,003  new  plans  were 
registered.  Many,  it  is  believed,  are  "shareholder"  plans  with  cnly  one 
member,  but  the  total  membership  is  not  known  to  the  Department. 

Eirployees  Profit  Sharing  Plans  do  not  have  to  be  registered,  but 
sane  ertployers  notify  the  tax  authorities  if  they  operate  such  plans. 
Revenue  Canada  has  received  140  notifications  of  Section  144  plans. 

Tables  24  and  25  show  separately  the  number  and  membership  of 
registered  profit  sharing  pension  plans  and  DPSPs  in  selected  years. 
Combining  the  figures  shown  for  1976,  the  latest  year  for  vAiich  data  for 
both  types  are  available,  it  will  be  seen  that  the  total  number  of  plans 
was  3,397.  Of  these,  231  or  6.8  per  cent  were  of  the  pension  variety  - 
that  is,  treated  as  pension  plans  for  tax  purposes. 

Table  24 

Number  and  Membership  of  Registered  Profit  Sharing 

Pension  Plans,  Canada,  1960-1976 

Annual  total 


Plans  Members 


1960  211  23,616 

1965  351  28,253 

1970  310  21,374 

1974  258  19,184 

1976  231  20,092 

Source  Statistics  Canada,  Pension  Plans  in  Canada, 
1976,  p.  37. 
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Table  25 

Number  of  Deferred  Profit  Sharing  Plans  Registered 

under  Section  147  of  Income  Tax  Act,  Canada,  1970- 

1978 

Annual  total Cumulative  total 

1970  948 

1972  982  2,027 

1974  3,780  8,573 

1976  3,166  15,436 

1978  2,918  21,579 

Source  Revenue  Canada,  Ffension  and  Profit  Sharing 
Plans  Division. 

The  majority  of  Section  147  plans  are  for  shareholders.  Those 
covering  employees  tend  to  occur  in  small  enterprises,  as  shown  in 
Table  26. 

Table  26 

Deferred  Profit  Sharing  Plans,  by  Membership  Size, 

Canada,  December  31,  1977 

Type  or  range Number  of  plans 

991 

15,138 

2,077 

351 

71 

16 

17 


Not 

known 

Shareholders  oily 

1 

-  10 

employees 

11 

-  50 

employees 

51 

-  200 

employees 

201 

-  500 

employees 

Over 

■  500 

employees 

Source  Revenue  Canada,  Ffension  and  Profit  Sharing 
Plans  Division,  unpublished  data. 
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NOTES 

( 1 )  Plans  under  federal  jurisdiction  are  regulated  by  the  Federal 
Pension  Benefits  Standards  Act. 

(2)  Revenue  Canada  Taxation,  Information  Circular  72-1 3R6,  Section  6. 

(3 )  Ibid. ,  Section  8. 

(4)  Ibid.,  Section  8(d)  which  defines  a  significant  shareholder 

as  "one,  who  alone  or  in  combination  with  a  parent,  spouse,  or 
child  own,  controls,  or  has  a  beneficial  interest,  directly  or 
indirectly,  in  shares  that  represent  10  per  cent  or  more  of 
the  voting  power  attached  to  all  shares  of  a  company  that  is 
participating  in  the  plan." 

(5)  There  were  1,668,895  members  in  8,665  plans  registered  in  Ontario 
in  1978  with  648,014  members  in  the  public  sector  and  1,020,881 
members  in  the  private  sector. 

(6)  Statistics  Canada,  Pension  Plans  in  Canada,  1978,  Cat.  74-401, 
p.  38. 

(7)  This  is  a  popular  form  of  benefit  in  some  countries,  e.g.,  Japan. 

(8)  R.S.O.  1970,  c.  113,  s.  Kg). 

(9)  I.e.  72-13R6,  s.  6(b). 

(10)  Explanation  adapted  from  Canadian  Life  Insurance  Association 
Briefs  No.  1  and  94. 

(11)  This  is  the  formula  for  benefits  payable  after  September  1,  1976. 

(12)  Cited  in  Canada  at  the  Pension  Crossroads  by  Keith  H.  Cooper  and 
Colin  C.  Mills,  Financial  Executives  Research  Foundation  1978. 

(13)  Section  21  (1)  and  (2)  of  the  Pension  Benefits  Act  provides: 

"21. -(1)  A  pension  plan  filed  for  registration  in  accordance  with 
Section  18  shall  contractually  provide  that, 

(a)  a  member  of  the  plan  who  has  been  in  the  service 
of  the  employer  for  a  continuous  period  of  ten 
years,  or  has  been  a  member  of  the  plan  for  such 
period,  whichever  first  occurs,  and  who  has  attained 
the  age  of  forty-five  years,  is  entitled,  upon 
termination  of  his  employment  prior  to  his  attaining 
retirement  age,  or  upon  termination  of  his  membership 
in  the  plan  prior  to  his  attaining  retirement  age,  to 
a  deferred  life  annuity  commencing  at  his  normal 
retirement  age  equal  to  the  pension  benefits  (except 
pension  benefits  provided  by  voluntary  additional 
contributions)  provided  in  respect  of  service  as  an 
employee  in  Ontario  or  in  a  designated  province, 

(i)    under  the  terms  of  the  plan  in  respect  of 

service  on  or  after  the  qualification  date. 
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(ii)   by  an  amendment  to  the  terms  of  the  plan  made 
on  or  after  the  qualification  date,  or 

(iii)  by  the  creation  of  a  new  pension  plan  on  or 
after  the  qualification  date; 

(b)  both  the  pension  benefits  provided  under  the  terms 
of  the  plan  and  the  deferred  life  annuity  prescribed 
by  this  section  are  not  capable  of  assignment  or 
alienation  and  do  not  confer  upon  any  employee, 
personal  representative  or  dependant,  or  any  other 
person,  any  right  or  interest  in  the  pension  benefits 
or  the  deferred  life  annuity  capable  of  being 
assigned  or  otherwise  alienated;  and 

(c)  upon  termination  of  his  employment  or  upon 
termination  of  his  membership  in  the  plan,  a  member 
of  the  plan  who  is  entitled  to  a  deferred  life 
annuity  under  clause  a  is  not  entitled  to  withdraw 
any  part  of  his  contributions  to  or  under  the  plan, 
except  voluntary  additional  contributions,  in  respect 
of  service  in  Ontario  or  in  a  designated  province 

on  or  after  the  qualification  date,  and  such 
contributions  shall  be  applied  under  the  terms  of 
the  plan  toward  the  provision  of  the  deferred  life 
annuity  required  to  be  provided  to  the  employee  under 
clause  a. 

(2)  Notwithstanding  any  provision  of  a  pension  plan, 

(a)  the  deferred  life  annuity  prescribed  by  subsection  1 
is  not  capable  of  surrender  or  commutation  during 
the  lifetime  of  the  employee  and  does  not  confer  upon 
any  employee,  personal  representative  or  dependant, 
or  any  other  person,  any  right  or  interest  in  the 
deferred  annuity  capable  of  being  surrendered  or 
commuted  during  the  lifetime  of  the  employee; 

(b)  the  pension  benefits  provided  under  the  terms  of  the 
plan  in  respect  of  service  after  the  qualification 
date  are  not,  on  or  after  the  date  of  retirement  of 
an  employee,  capable  of  surrender  or  commutation 
during  his  lifetime  and  do  not  confer  upon  any 
employee,  personal  representative  or  dependant,  or 
any  other  person,  any  right  or  interest  in  such 
pension  benefits  capable  of  being  surrendered  or 
commuted  during  the  lifetime  of  the  employee;  and 

(c)  an  employee  shall  not  withdraw  any  part  of  his 
contributions,  not  including  voluntary  additional 
contributions,  paid  under  the  plan  in  respect  of 
service  in  Ontario  or  in  a  designated  jarovince  on  or 
after  the  qualification  date,  other  than  after. 
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(i)   the  termination  of  his  employment,  or 

(ii)  the  termination  or  winding  up  of  the  plan, 

prior  to  his  attaining  retirement  age  and  in 
circumstances  where  he  is  not  entitled  to  a 
deferred  life  annuity  under  subsection  1 . " 

(14)  Section  21  (3)  and  (4)  of  the  Pension  Benefits  Act  provides: 

"(3)  Notwithstanding  subsections  1  and  2,  a  pension  plan  may 
provide  for, 

(a)  vesting  or  locking  in  at  an  earlier  age  than 
forty-five  years  or  upon  service  or  membership  in  the 
plan  for  less  than  ten  years,  or  for  both;  and 

(b)  payment  to  an  employee  of  an  amount  equal  to  the 
commuted  value  of  the  deferred  life  annuity  or 
pension  benefit  to  vAiich  the  employee  is  entitled  if 
the  amount  thereof  payable  to  the  employee  at  normal 
retirement  age  is  less  than  $  1 0  a  month  payable 
during  his  lifetime. 

(4)  Notwithstanding  subsections  1  and  2,  where  a  pension  plan 
so  provides,  an  employee  may  receive  in  partial  discharge 
of  his  rights  under  the  plan  as  a  lump  sum,  upon  or  after 
termination  of  employment  or  membership  in  the  plan  prior 
to  his  attaining  normal  retirement  age  as  defined  by  the 
plan,  an  amount  that  in  total  does  not  exceed  25  per  cent 
of  the  commuted  value  of  the  deferred  life  annuity 
prescribed  by  subsection  1." 

(15)  Brief  209,  Martin  E.  Segal  Company,  Ltd. 

(16)  United  Steelworkers  of  America,  Brief  239. 

(17)  Brief  229,  Provincial  Building  and  Construction  Trades  Council  of 
Ontario  -  steps  following  negotiation  of  a  collective  agreement 
are  described  as  follows: 

"(a)  Jointly  with  the  assistance  of  skilled  help  a  Memorandum  of 
Agreement  and  Declaration  of  Trust  is  drafted. 

(b)  Each  party  to  the  agreement  elects  or  appoints  an  equal 
number  of  Trustees  who  will  administer  the  Pension  Plans. 
The  Unions  usually  assign  their  full  time  Representatives 
to  act  as  Trustees  and  the  Einployers  use  people  who  are 
knowledgeable  with  money  markets  such  as  their  Treasurers  or 
Comptrollers  as  Trustees. 

(c)  The  Trustees  then  sign  the  Memorandum  of  Agreement  and 
Declaration  of  Trust  after  same  has  been  approved  by  the 
respective  memberships. 
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(d)  The  Trustees  representing  the  parties  then  agree  either 
to  administer  the  Plan  themselves  or  agree  to  hire  an 
administrator  who  is  an  actuary  or  has  actuaries  on  his 
staff  to  administer  the  Plan. 

(e)  All  parties  are  informed  of  the  decision,  then  all 
contributing  employers  bound  by  the  Collective  Agreement 
have  to  submit  to  the  Adminstrator  on  a  monthly  basis  the 
negotiated  cents  per  hour  for  each  of  their  employees  covered 
by  the  Collective  Agreement. 

(f)  The  Trustees  again  agree  after  receiving  submission  from 
various  Trust  Companies  what  Trust  Company  they  use  as  their 
depositing  and  investment  vehicle. 

(g)  The  Trustees  decide  how  the  money  will  be  invested,  this  is 
performed  on  the  advice  of  specialists  in  the  field.   Because 
the  Trustees  come  from  unionized  Einployers  and  from  the 
Unions,  any  money  invested  in  the  mortgage  market  on  major 
projects  and  developments  there  is  a  stipulation  that  these 
projects  and  developments  be  built  union  or  the  money  is  not 
forthcoming. " 

(18)  Much  of  the  discussion  of  vesting  is  adapted  from  Brief  209. 

(19)  S.C.  1957,  c.  29,  s.  17. 

(20)  Robert  N.  Schoeplein,  "Taxpayer  Participation  Under  the  Registered 
Retirement  Savings  Program,"  Canadian  Journal  of  Economics  and 
Political  Science,  May,  1966,  p.  229. 

(21)  S.C.  1974-1975,  Chapter  26,  Subsection  99(3),  applicable  to  1974 
and  subsequent  taxation  years,  gave  the  taxpayer  the  option 

of  making  contributions  to  a  plan  for  his  spouse  in  lieu  of 
contributions  to  his  own  plan. 

(22)  Section  4  of  Information  Circular  No.  72-22R5  dated  February  22, 
1979  provides  : 

"4.   Group  Arrangements  or  Contracts 

a)  A  group  retirement  savings  plan  arrangement  may  be 
implemented  whereby  a  single  trust  is  established  to 
receive  contributions  to  be  used  to  provide  a  retirement 
income  under  individual  plans  of  employees  of  an  employer 
or  members  of  an  association  or  the  spouses  of  such 
persons.  For  this  purpose   the  employer  or  association 
must  act  as  agent  of  the  annuitant  under  each  plan  and 

of  the  contributing  spouse,  if  applicable.   The  trust 
agreement  must  show  the  employer  or  association  to  be 
acting  in  this  capacity  and  the  application  form  signed  by 
the  annuitant  must  authorize  the  employer  or  association 
to  so  act  as  agent. 

b)  Under  trusteed  group  arrangements  the  property  held  by 
the  trust  on  behalf  of  individual  registered  retirement 
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savings  plans  must  be  identifiable  in  respect  of  each 
individual  plan.   This  may  be  done,  for  example,  by  having 
individual  bank,  trust  company  or  credit  union  deposit 
accounts  in  the  name  of  each  RRSP  or  by  establishing, 
within  the  trust,  one  or  more  funds  and  allocating  units 
of  or  interests  in  those  funds  to  each  registered 
retirement  savings  plan. 

c)  Similarly,  employees  of  an  employer,  members  of  an 
association  or  the  spouses  of  such  persons  may  contract 
with  an  insurer  for  the  payment  of  a  retirement  income  to 
be  funded  through  a  group  annuity,  deposit  administration 
or  segregated  fund  contract  in  the  name  of  the  employer  or 
association  acting  as  duly  authorized  agent  of  those 
individuals.   A  copy  of  the  plan  text  or  a  certificate 
meeting  the  requirements  of  the  Uniform  Life  Insurance 
Acts  must  be  made  available  to  each  annuitant 
participating  in  the  group  arrangement  or  contract. 

d)  Administrative  costs  of  a  group  arrangement  or  contract 
when  paid  by  an  employer  constitute  a  benefit  to  the 
participating  employees,  however,  the  value  of  such  a 
benefit  is  no  longer  required  to  be  reported  on  form  T4 
Supplementary  provided  receipts  for  same  are  not  issued  to 
the  employees  involved.   It  should  be  remembered  that  a 
non-profit  organization  would  lose  its  exempt  status  under 
paragraph  149(1)  (b)  of  the  Act  if  it  conferred  a  benefit 
on  a  member . " 

(23)  Statistics  Canada,  Financial  Institutions,  Cat.  61-006,  Quarterly. 

(24)  Statistics  Canada,  Trusteed  Pension  Plans  Financial  Statistics, 
1977,  Cat.  74-201,  p.  59. 

(25)  This  survey  is  of  limited  value  for  a  detailed  study  of  deferred 
profit  sharing  plans  because: 

1,800  companies  were  sent  questionnaires,  but  the  basis  of 
selection  is  not  stated; 

210  returned  answers;  the  report  does  not  indicate  to  what 
extent  this  group  can  be  considered  a  representative  sample; 
of  those  replying,  only  56  (2  7  per  cent)  had  any  form  of 
capital  accumulation  plan. 
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Chapter  8 


Obtaining  a  Pension:  Coverage,  Portability, 
and  Vesting 


INTRODUCTION 

The  Commission  recognizes  two  goals  for  incone  in  retirement: 

1.  Ihere  should  be  some  minimum  floor  of  protection  belcw  v^ich  no 
parson's  incone   is  permitted  to  fall. 

2.  Incone  after  retirement  should  bear  a  reasonable  relationship 
to  incone  before  retirement,  so  that  the  standard  of  living 
acquired  during  a  person's  working  years  can  be  continued. 

Government  has  three  distinct  roles  in  the  achievement  of  these 
goals . 

We  have  seen  how  the  anti-poverty  role  of  the  government  is  re- 
flected in  the  provision  of  such  programs  as  OAS,  GIS,  and  GAINS,  in 
order  to  ensure  a  minimum  incone  for  the  elderly. 

The  government's  social  insurance  role  is  reflected  in  the  Canada 
Pension  Plan  uiiich  serves  to  replace  a  portion  of  pre-retirement  income 
for  virtually  every  member  of  the  labour  force. 

At  present  the  OAS  and  CPP  together  provide  a  gross  payment  in 
retirement  of  about  40  per  cent  of  earnings  for  those  at  the  Average 
Industrial  Wage  level.  Most  people  would  agree  that  without  some 
additional  income  most  individuals  will  be  unable  to  maintain  their 
pre-retirement  living  standard. 

The  third  role  of  the  government  is  not  one  of  compulsion  but  an 
incentive  role.     This  role  has   been   undertaken    for   retirement    income 


primarily  through  inccme  tax  incentives.  Thus  we  find  tax  legislation 
providing  deductibility  for  employer  and  employee  contributions  to  reg- 
istered pension  plans,  individual  contributions  to  Registered  Retirement 
Savings  Plans,  and  employer  contributions  to  Deferred  Profit  Sharing  and 
similar  plans.  There  are  also  exemptions  for  tax  purposes  of  pension 
incone  up  to  $1,000,  dividend  and  interest  income  up  to  $1,000,  and 
capital  gains  on  a  principal  residence. 

The  question  then  is  whether  these  incentives  are  effective  in 
assisting  the  individual  to  obtain  retirement  income  sufficient  to 
satisfy  the  second  goal.  Or,  as  it  is  expressed  in  the  Commission's 
terms  of  reference,  we  must:  "examine  the  terms  and  conditions  of 
existing  retirement  pension  plans  and  arrangements,  to  evaluate  their 
effectiveness  in  terms  of  present  social  and  econonic  circumstances...." 


COVERAGE 

Tne  first  way  of  assessing  the  effectiveness  of  incentives  is 
to  look  at  how  many  people  out  of  the  possible  maximum  are  actually 
included  in  employment  pension  plans,  RRSPs,  or  other  such  arrangements. 
For  this  purpose  it  is  necessary  to  determine  the  potential  coverage, 
or  "target  population."  Those  government  programs  which  provide  a 
minimum  floor  of  protection  are  directed  at  those  aged  65  and  over, 
and  can  be  said  to  be  universal  in  that  they  cover  all  those  who  satisfy 
minimum  residence  requirements.  On  the  other  hand,  pension  plans  - 
both  the  Canada  Pension  Plan  and  employment  pension  plans  -  are  related 
to  work-force  participation.  Of  these,  the  CPP  is  aimed  at  a  larger 
"target  population"  since  it  covers  the  self-employed,  \^ile  employment 
pensions  do  not.  Employment  pension  plans  therefore  should  be  assessed 
against  a  smaller  target  population  -  that  is,  all  workers  in  paid 
enployment. 

When  considering  retirement  income  beyond  the  minimum  floor  of 
protection,  it  is  necessary  to  distinguish  between  the  non-working 
and  working  segments  of  the  population.  We  recognize  that  the  split 
of  CPP  credits  on  divorce  and  the  possible  inclusion  of  unpaid  family 
workers  create  exceptions,  but  shall  deal  with  this  point  elsewhere. 
Tnus,  the  Commission  defines  the  target  population  as  all  those  in  the 
paid  work-force  between  the  ages  of  18  and  65.  This  is  virtually  the 
same  as  the  Canada  Pension  Plan  population,  and  is  the  group  to  whom 
the  net  replacement  approach  for  income  in  retirement  is  of  special 
concern. 

However  since  we  are  concerned  with  wnat  retirement  income  the 
work-force  may  expect  at  retirement  and  because  employer-sponsored  plans 
are  encouraged  by  tax  incentives,  it  is  important  to  consider  these 
plans  in  detail.  Before  proceeding  to  examine  how  v\ell  or  how  badly  any 
specific  goals  are  being  rret,  it  would  be  well  to  state  an  elementary 
but  often  neglected  fact  about   the  mechanisms   under  discussion:      the 


"private  pension  system"  in  fact  is  a  misnomer.  Critics  accuse  it  of 
failing  to  provide  satisfactory  coverage  of  the  work-force,  of  virtually 
excluding  part-time,  short-service  and  young  workers,  and  of  producing 
less  than  it  promises  for  many  of  those  who  are  covered.  We  must  ask, 
however,  how  the  notion  of  "system"  can  be  applied  to  the  existing 
cong  lone  rat  ion  of  independent  pension  arrangements  -  all  established 
voluntarily  over  a  period  of  many  years,  and  each  reflecting  a  different 
psrception  of  tlie  employer's  priorities.  When  the  CPP  was  introduced  to 
provide  a  universal  compulsory  plan,  the  Ontario  government  moved  away 
from  further  compulsion  by  repealing  the  basic  minimum  plan  it  had 
mandated  for  all  employers  with  15  or  more  employees.  Since  then, 
enployers  have  been  free  to  develop  employment  pension  plans  as  they 
wished.  The  results  of  this  freedom  for  employment  pension  plans  are 
examined  closely  in  this  and  subsequent  chapters.  Other  forms  of 
incentives  and  their  effects  are  discussed  in  less  detail,  but  they 
serve  to  remind  us  that  employment  pension  plans  are  only  one  way  of 
providing  replacanent  incane  in  retirement. 

Consumer  Survey 

In  approaching  the  question  of  coverage,  the  Commission  had  fre- 
quent recourse  to  data  from  its  Consumer  Survey  (published  in  Volume 
VIII)  as  well  as  from  official  statistics  and  special  studies.  It 
was  therefore  important  to  consider  how  accurately  the  survey  sample 
represented  the  Ontario  population  in  terms  of  participation  in  the 
labour  force  and  composition  of  the  labour  force  itself.  Relevant 
results  are  set  out  in  Table  1. 

Table  1 

Employment  Status  of  Survey  Sample  Population 

Number Per  cent 

In  the  labour  force 

Employed  505  50 

Unemployed  35  4 

Laid  off /on  strike  15  2 

On  vacation/ill  9  1 

Total  564  57 

Not  in  the  labour  force 

Retired  165  17 

Students  33  3 

Homemakers  216  21 

Other  19  _2 

Total  433  43 

Did  not  state  status  1  - 

Total  998  100 

Source  Royal  Commission  on  Status  of  Pensions  in  Ontario,  Consumer 
Survey,  Table  3 


Of  564  respondents  who  stated  they  were  in  the  work-force,  11 
per  cent  were  self-employed;  62  per  cent  were  employed  in  the  private 
sector,  and  16  per  cent  in  the  public  sector.  Of  the  505  respondents 
who  were  actually  working  at  the  time  of  the  survey,  85  per  cent  were 
employed  full-time  (compared  with  Statistics  Canada's  86  per  cent  of 
those  15  years  and  over).  Those  not  working  because  of  unemployment, 
temporary  layoff,  strikes,  vacation,  or  illness  totalled  10  per  cent 
of  the  work-force.  Part-time  workers  represented  15  per  cent  of  the 
work-force  (conpared  with  Statistics  Canada's  14  per  cent  for  those 
15  years  and  over).  Roughly  two- thirds  of  the  work-force  was  male. 
Unenployment ,  however,  was  divided  almost  equally  between  males  and 
females,  reflecting  a  higher-than-average  rate  of  unemployment  among 
women. 

The  Commission  was  satisfied,  therefore,  that  the  results  of  the 
Consumer  Survey  were  sufficiently  representative  to  be  useful  in  assess- 
ing the  conclusions  of  other  studies  carried  out  for  the  Commission  on 
coverage  of  registered  pension  plans  and  Registered  Retirement  Savings 
Plans. 


COVERAGE  AND  THE   REGISTERED  PENSION   PLAN 

Coverage  for  our  purposes  involves  determining  how  many  in  the 
target  population  are  actually  members  of  plans.  The  target  population 
for  Ontario  has  been  carefully  detailed  in  the  study  undertaken  for 
the  Commission  by  Harry  Weitz,  former  head  of  the  Pension  Statistics 
Division  of  Statistics  Canada  (see  Volume  VIII).  The  target  population 
for  Ontario,  as  directed  by  the  Ccfiimission,  is  as  close  as  possible  to 
the  total  work-force  in  Ontario  and  includes  part-time  workers.  It 
approximates  the  membership  of  the  Canada  Pension  Plan  which,  as  a 
canpulsory  program,  has  reached  96  to  97  per  cent  of  the  work- force 
(Canada  less  Quebec).  Similar  coverage  rates  apply  to  Ontario  workers. 
Tne  Commission  has  followed  the  usual  approach  of  excluding  from  the 
target  population  unpaid  family  workers,  so  that  we  are  discussing  an 
earnings-related  entitlement  to  retirement  incane  over  and  above  direct 
payments  from  government  programs. 

Overall  Coverage 

The  Weitz  study  shows  that  50.4  per  cent  of  our  target  population 
in  Ontario  was  enrolled  in  employment  pension  plans. (1)  Of  these  about 
60  per  cent  were  men  and  40  per  cent  women.  If  we  remove  from  these 
figures  the  public  sector  vv^ere  overall  coverage  is  94.8  per  cent  (with 
female  work-force  participation  greater  than  for  men)  we  find  that  about 
50  per  cent  of  the  men  and  about  22  per  cent  of  women  working  in  the 
private  sector  are  covered  by  an  employment  pension.  Some  of  these 
workers  (primarily  women)  will  be  in  part-time  employment.  Results  of 
the  Consumer   Survey   are   much    the   same:      54.1   per   cent   of   employees 


worked   for  a  present  employer   having   a  pension  plan   and   about   49  per 
cent  were  eligible  to  join  tlie  plan.  (2) 

Coverage  by  Age  and  Sex 

Of  particular  interest  in  the  Weitz  study  is  the  breakdown  of 
coverage  by  age  groups  in  contributory  plans  for  both  public  and  private 
sectors.  As  the  data  were  obtained  from  tax  deduction  statistics,  no 
similar  data  are  available  for  non-contributory  plans.  Weitz  suggests 
that  more  workers  in  younger  ages  would  be  in  non-contributory  plans 
since  membership  is  usually  autaiiatic  upon  anployment.  The  statistics 
in  Table  2  are  from  the  Weitz  study. 

Table  2 

Participation  in  Contributory  Etnployment  Pension 

Plans  in  Ontario,   by  Sex  and  Age  Group,   1976 

Covered  workers 


18-24 
25-34 
35-44 
45-54 
55-64 

Source  Royal  Commission  on  the  Status  of  Pen- 
sions in  Ontario,  H.  Weitz,  "Pension 
Coverage  and  its  Potential   in  Ontario." 

The  higher  percentages  for  the  conbined  age  group  45  to  54  and  55 
to  64  probably  reflect  the  fact  that  job  mobility  declines  with  age,  so 
that  older  employees  are  more  likely  to  fulfil  service  conditions  for 
eligibility,  and  that  concern  for  pensions  is  more  widespread  in  firms 
with  relatively  more  workers  over  age  45.  The  male  coverage  trend 
increases  steadily  fran  18  to  64.  Female  coverage  falls  off  between 
ages  35  to  44,  reflecting  both  the  effect  of  child-rearing  and  the 
prevalence  of  part-time  and  short-service  work  patterns  among  women. 
The  slight  decline  in  female  coverage  between  ages  55  and  64  may  be  a 
reflection  of  women  joining  the  work-force  at  later  ages  when  they  are 
no  longer  eligible  to  join  a  pension  plan  or  are  disinclined  to  do  so 
where  joining  is  voluntary.  Weitz  also  points  out  that  the  higher 
rate  for  wonen  between  25  and  34  as  compared  with  the  3  5-44  group  may 
be  an  emerging  pattern  in  v^Aiich  fewer  women  cease  work  completely  for 
child-rearing .  However  it  may  also  reflect  postponed  child-bearing 
and  a  consequent  increase  in  the  number  of  women  who  meet  eligibility 
requirements  for  pension  membership  (age  or  service)  before  they  leave 
the  labour  force. 


Male 

Female 

Both 

(Per  cent) 

29.1 

24.6 

27.0 

54.8 

47.5 

52.0 

63.3 

34.8 

52.3 

67.4 

45.3 

59.3 

80.5 

44.0 

68.1 

Eligibility 

Participation  in  a  pension  plan  is  not  always  a  condition  of  em- 
ployment, although  in  non-contributory  plans  membership  is  usually 
automatic.  All  the  larger  contributory  plans  in  the  public  sector  are 
conpulsory.  In  the  private  sector  about  two- thirds  are  compulsory. 
Most  private  sector  plans  have  some  age  or  service  requirement  for 
entry.  Weitz  notes  that  such  requirements  usually  are  service  of  a  year 
or  less. 

No  statistics  are  available  to  show  how  many  employees  refuse 
to  join  voluntary  plans.  Weitz  notes  that  a  study  made  before  the 
introduction  of  the  CPP  revealed  about  2  per  cent  not  joining  when 
eligible.  Oar  Consumer  Survey  shows  ranges  of  from  1.1  per  cent  to  2.9 
per  cent  of  eligible  employees  refusing  to  join. (3)  The  information  is 
inconclusive  and  the  Commission  is  of  the  opinion  that  these  numbers 
could  vary  widely  with  econonic  circumstances  and  according  to  employee 
perception  of  pension  plans  as  good  investments. 

In  general  Weitz  doubts  that  eligibility  provisions  significantly 
inhibit  participation,  although  membership  is  confined  largely  to  em- 
ployees between  18  and  65. 

Coverage  by  Sector 

We  have  noted  that  coverage  in  the  public  sector  is  almost  com- 
plete; accordingly,  the  lack  of  coverage  is  mainly  in  the  private  sec- 
tor. Of  interest  therefore  is  the  incidence  of  coverage  in  various 
industries  and  occupations.  The  Commission's  Consumer  Survey  provided 
some  indication  of  coverage  by  industry,  though  some  caution  should  be 
exercised  in  considering  the  results  because  of  the  small  cells  of  the 
various   industries   in  the  sample, (4) 

The  figures  in  Table  3  do  confirm  tliat  highly  unionized  industries 
such  as  mining,  forestry,  transportation,  and  manufacturing  are  likely 
to  provide  pensions  viiile  \Aholesale  and  retail  trade  operators  ^o  tend 
to  be  small  and  utilize  part-time  labour  are  not.  Average  coverage 
figures  therefore  are  meaningless  for  a  perception  of  the  situation  in  a 
particular  type  of  anployment.  Plans  are  also  concentrated  among  large 
employers.  In  Canada  in  1976  there  were  600,000  business  entities  but 
only  16,000  registered  pension  plans.  A  similar  ratio  would  apply  to 
Ontario. 

Employment  Patterns 

Most  part-time  workers  are  not  included  in  employment  pensions  in 
either  public  or  private  sectors.  Part-time  workers  are  defined  here  as 
those  working  less  than  30  hours  a  week  regardless  of  the  regularity 
of  employment.     Nearly  10  per   cent   of   paid   workers    are   classified   as 
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part-time;  most  are  women.      Table   4   shows    the    incidence   of   part-time 
employment  for  males  and  females  in  both  public  and  private  sectors. 

A  little  under  4  per  cent  of  men  work  part-time  in  both  sectors 
ccmbined.  Of  women  employed  in  the  public  sector  nearly  14  per  cent 
work  part-time;  and  of  those  in  the  private  sector  20  per  cent  are 
part-time.  The  exclusion  of  part-time  workers  from  employment  pension 
plans  primarily  affects  female  workers.  An  indication  of  that  relation- 
ship can  be  found  in  the  higher  utilization  of  GIS  by  women  6  5  and  over 
ccmpared  to  men. 

Of  importance  for  both  men  and  women  is  that  coverage  moves  up 
significantly  only  in  the  later  working  years  (Table  2).  Since  benefit 
accrual  over  25  to  30  years  is  assumed  in  most  plans,  a  coverage  figure 
of  even  80  per  cent  between  ages  55  and  64  may  not  mean  a  correspond- 
ingly high  level  of  pension  entitlement. 

Workers  in  Ontario  Without  Enployment  Pension  Coverage 

Participation  in  employment  pension  plans  in  Ontario  has  grown 
significantly  in  absolute  numbers  from  1,222,000  at  the  beginning  of 
1969  to  over  1,600,000  in  1978.  However  this  growth  is  little  more 
than  a  reflection  of  the  increase  in  paid  workers.  As  a  result,  the 
proportion  of  all  paid  workers  in  Qitario  participating  in  employment 
pensions  has  remained  constant  at  about  47  per  cent. 

Tne  Canada  Pension  Plan  was  introduced  in  part  to  solve  some  of  the 
coverage  problems  of  the  other  53  per  cent  but  in  15  years  it  does  not 
appear  that  there  has  been  much  progress  through  coverage  in  employment 
pension  plans  towards  the  goal  of  replacement  incone  in  retirement. 

Weitz  identifies  the  2,101,000  workers  in  Ontario  in  1976  without 
employment  pension  coverage  as  follcws: 


Unpaid  family  workers 
Unenployed 
Sel f -employed 
Uncovered  paid  workers 
Public  sector 
Men 
Women 
Private  sector 
Men 
Women 


Total   labour  force,    1976 


29,000 
4,000 

779,000 
742,000 


33,000 


1,521,000 


34,000 

242,000 

271,000 

1,554,000 


2,101,000 
3,931,000 


0) 

e 

Eh 

I 

■p 


r-l 
X! 


o 


Si 
>, 

X! 

"^ 

I 

00 

r— I 


'X3 


0) 


(U 

. — . 

Cl, 

C 

n 

VO  00 

(D 

>^ 

00  CNJ 

^ 

CN 

CN 

0 

j:: 

t^ 

0) 

^-1 


a 
a; 


M 


C 

u 
a, 


c 
o 


en 


00 


00 


un  Lo 


U) 

T) 

C 

CN  VC  00 

m 

U-1  ^  O 

^ 

VD     kD 

0 

s: 

Eh 

<D 

o> 

in 

VO 

in 

o 

un 

CN 

n 

00  in  f^ 

M      O      rH 

CN  m  cT\ 


r~-  r- 


00    IX) 
.— I    00 


CNJ  r^ 

CT\ 


i— I  O  O 
<J^  •— (  00 
00  oo 


O  0)0) 

^  — •  e  e 
I     I 

(D    -P    M 

■    U  ^ 

g     03     D 


I 

00     u    -P 


o.  a. 


r^ 


CTi 


^  00  00 

00    CTi    00 
CTi    M    1^ 


(Tl 


00    1X3 
(7> 


00  r-i  r^ 
r-  vo  ^ 
in         in 


2 

o 


01    ca 

4J     4-1 
•H 

u 
a. 


o;    0 


I  I 

-p  ^ 

Vj  —I 

03  D 

a,  a. 


r^  00 

oo'      rH 


(Ti  '^   in 

'^    00     M 
CN    CN    O 


00    iXi 


CTi  ,— I  00 
VD  r^  CT^ 
(Ti  00 


O  ■'-I     -H 


U    M 

o;    fO 

01    -P 

o 

CQ 


I       I 


c 

•iH 

c 

O 


o 

01 

D 
(0 

u 


U] 


"D 


0) 

u 

> 

8 


c 
o 

■■-i 

w 

c 

0) 


OJ 


CO 


c 
o 

c 

U-l 

O 

4J 
03 
-P 
CO 

5 
5  = 
S-2 

•H  !^ 
W  03 
W    -P 

I  6 
8.S 


03 

03 

>i 

■H 

s 

-P 

c 

OJ 

0 

-p 

x; 

o 

H 

a. 

ot 

o 

u 

D 

<s 


Of  very  great  significance  is  the  fact  that  the  uncovered  paid 
workers  represent  nearly  75  per  cent  of  the  over  two  million  workers 
in  Ontario  not  in  an  employment  pension.  In  addition,  most  of  the 
unenployed  group  are  candidates  to  swell  the  ranks  of  the  uncovered 
paid  workers.  While  people  are  unpaid  family  workers  or  unemployed  they 
are  not  covered  by  the  Canada  Pension  Plan  and  therefore  do  not  form 
part  of  the  Conmission's  target  work-force.  Of  the  self-employed  who 
are  in  the  Canada  Pension  Plan,  many  are  said  to  avail  themselves  of  the 
opportunity  provided  by  Registered  Retirement  Savings  Plans.  Similarly 
it  is  argued  that  many  employees  who  are  not  in  pension  plans  are  in 
RRSPs  and  so  are  covered  for  retirement  income.  We  therefore  examined 
the  extent  of  coverage  by  RRSPs  and  its  effect  on  overall  coverage  for 
paid  workers. 


COVERAGE  AND  THE  REGISTERED  RETIREMENT  SAVINGS  PLAN 

Like  the  registered  pension  plan,  the  RRSP  is  earnings-related. 
For  tax  purposes  the  registered  pension  plan  seems  to  be  considered 
the  prime  vehicle  for  retirement  income,  with  RRSPs,  Deferred  Profit 
Sharing,  and  similar  plans  as  adjuncts.  Income  tax  rules  allow  con- 
tributions to  RRSPs  to  the  extent  the  maximum  deduction  is  not  used  for 
pension  plan  contributions.  The  original  purpose  of  the  RRSP  was  to 
provide  an  incentive  for  retirement  savings  to  the  self-employed  and 
others  without  access  to  a  pension  plan.  However  the  great  growth 
in  RRSPs  in  recent  years  has  included  "dual  contributors,"  that  is, 
contributors  to  both  a  registered  pension  plan  and  an  RRSP,  to  the 
extent  of  40  per  cent  of  all  contributors  in  1976.  Coverage  by  RRSPs 
therefore  can  be  assessed  against  the  Commission's  "target  population" 
of  paid  workers   in  Ontario. 

A  study  of  RRSPs  prepared  by  Harry  Weitz  for  the  Commission  is 
published  as  a  background  paper  in  Volume  VIII.  Following  are  some 
highlights  fron  that  study. 

In  1976,  10.5  per  cent  of  the  12  million  tax  filers  in  Canada 
contributed  to  RRSPs  a  total  of  over  $2  billion.  The  Ontario  figure  for 
the  same  year  was  slightly  higher  at  10.7  per  cent.  Table  5  provides 
details  of  RRSP  contributions  by  sex  and   incone  groups. 

Overall  Coverage 

RRSP  participation  by  Ontario  tax  filers  increased  from  89,000  in 
1969  to  over  half  a  million  in  1976.  With  participation  encouraged  in 
1972  and  later  by  increased  contribution  limits,  Ontario  participation 
has  continued  to  grow  at  about  20  per  cent  a  year. 

Participation  alone  however  is  not  a  suitable  measure  for  coverage 
because  of  the  cash-out  privileges  allowed  to  RRSP  holders.  The  key 
question  is  whether  RRSPs  are  seen  by  the  contributor  mainly  as   savings 


10 


I 


U) 

u 

0) 

"S 

■U 

u 

rH 


(0 

u 


u 

c 


1 


T3 
0) 

4-1 

D 
XI 

•H 

-u 

c 

8 


C 

o 


X 

o 

c 
o 


in 

r-H 


I 


5  ^ 


S 


^  CM  ro  in    ,-, 


— I  in  ^  in  r~  o  rH 


r~  (N  r-~  in  <Ti  (Ti    ,-( 


(NPOinvOOO'^OOOr^ 
rH  m  po  -rj- 


w 

O  (U 


fN'3'rHo>r~cx>— lo^Din 


fN   ro   ro    t— 


^    rH    O    O    <M 

— (  cN  no  in 


(Nlna^lno^p^o^X)U5rHo^'»^M 

—irHnin^D^rMrHincN 
rH  CN  m  in 


rN'^oorMrvjcnrHoorooor~-cN-=r 

rH:Ng<Minr^ooinor--ro 
rH  ro  n  ro 


4J      X 

Q   <u 


t^inrHaD'3>r^cri'3'ii)rHoorMoo 


rH  rH  ^H  ro  'd"  in  in 


o  in  n 
CN  oo  in 


r^  vD  [^  o  ro  CM  r^ 


CTl  o 

rH  cN  n  in 


x: 
j-> 
o 

a 


(Ni^n^cTir^TininrMinmo 

■— irHrsiinr^CTi.— lOcNrHvfl 
rH  (N  n  n  <Nj 


o 

a^ 

(T. 

(Ti 

n\ 

o 

a\ 

O^ 

(T\ 

<i\ 

o 

cy\ 

o^ 

CT\ 

a\ 

^ 

%. 

^ 

^ 

CM 

CM 

rn 

■'J' 

in 

U 

1 

o 

o 

O 

r 
o 

H) 

o 

o 

o 

o 

■u 

o 

o 

o 

o 

!_ 

^ 

^ 

«. 

^ 

L_i 

(NJ 

m 

'a- 

in 

CTl  ON  (Ti  <T\  CT\  a>  CTl 
ON  CTl  ON  ON  ON  CT\  CTl 
CTl    ON    ON    ON    ON    a>    CTl 


'^  r-  00  ON  ^ 


^  r^  00  CTl  o 


c 

o 
o 
o 


in  o  in 

rH  CM  CN 


ON 


CNJ 
CN 


o 


cNcxDocrvrooOrHLninooinrj-oo         ^ 

rHrHcNjooinyDr^rHinocjin         (3n 
rH  CN   ro  in 


cMroy3oooaNvorMLnr-oin^D 
rHrHrHCNroror^r^ro'^ 

rH    CN    ro 


cNro^Doinv£)rMe»i,DooincNco 
rHCNrMM-ini^nrj-vDoj 


CNrny30tnoOrr)cri^CMCNOm  CM 

— lrH^HrM(Mpr,(-^f^^^  ^ 

rH  CM  m 


0) 


■H 

a 

>1 

5 

-U 

8 

u 

x: 

4-1 

c 


X 

g 

u 

c 


■8 

rH 

■H 
U-l 

O 


u 

(0 

4-1 

c 
o 


c 
o 
w 


(LI 

3 

•—I 
O 

c 


"8 


s 


c 
o 

•H 
4J 

XI 

•rH 

4J 


O 
4J 

3 
X! 


^ 


N 

4J 


!h 


c 
o 


c 
o 

■r-* 
W 

C   r 
0)      . 
Cu    O 

■H 
UH      !h 

o   a 

4J 

en   c 

CC     C 

4-)    -H 

w 
(1)    c 

5^ 

a, 


5 

n 
o 

■H 


> 

(fl    <D 

m  en 


o 


O  OJ 

o  e 

rH  U 

CD  •'-* 

Q  <^ 


o 

D 

o 

U3 


11 


for  retirement  or  as  tax  shelters.  No  data  on  cash-outs  are  available 
in  any  cxanprehensive  form.  Working  fron  asset  accumulation  data  for  the 
end  of  1977  Weitz  estimates  that,  of  the  10  billion  dollars  paid  into 
RRSPs  since  their  inception,  between  $6  and  7  billion  were  still  held  in 
RRSP  accounts,  for  an  indicated  cash-out  rate  of  between  30  and  35 
per  cent.  Respondents  to  the  Commission's  Consumer  Survey  who  had 
RRSPs  stated  that  about  80  per  cent  were  intended  for  retirement  income 
purposes. (5)  Allowing  for  the  difference  between  expectation  and 
actuality,  a  30  per  cent  cash-out  rate  would  appear  to  be  a  reasonable 
estimate  fron  the  limited  data.  On  that  basis  it  may  be  concluded  that 
RRSPs  are  an  important  aspect  of  coverage  for  retirement  inccsne. 

(Even  with  more  precise  data,  any  forecast  of  cash-outs  based  on 
the  past  few  years'  experience  would  be  necessarily  tentative.  The 
only  time  limit  on  the  use  of  an  RRSP  purely  as  a  tax  shelter  is  age  71, 
as  specified  in  the  Incane  Tax  Act  and  the  actual  conversion  of  funds 
into  an  annuity  or  RRIF;  until  then,  the  holder's  intentions  cannot 
be  "measured"  with  any  certainty.  Future  changes  in  such  factors  as 
inflation,  interest  rates,  and  tax  policy  could  have  profound  effects 
on  cashing-out  of  RRSPs  as  well  as  the  level  of  new  contributions.  On 
the  other  hand,  we  are  aware  that  the  cash-out  rate  noted  by  Weitz  is 
accounted  for  -  perhaps  in  large  part  -  by  the  use  of  plan  assets  to 
purchase  annuities,    rather  than  for  immediate  consumption. ) 

Coverage  by  Sex 

Female  participation  in  RRSPs  has  increased  faster  than  that  of 
men  in  recent  years.  Between  1975  and  1976,  for  example,  the  number  of 
male  RRSP  contributors  in  Ontario  increased  by  19  per  cent  while  the 
number  of  women  increased  by  25  per  cent.  (6)  Average  contributions  of 
women  were  lower  than  those  for  wen,  however,  perhaps  reflecting  lower 
full-time  wage  levels  for  women  but  also  their  higher  participation 
in  part-time  employment.  An  interesting  trend  is  shown  in  the  age 
distribution  of  women  RRSP  participants.  In  1976  those  under  30  repre- 
sented nearly  19  per  cent  of  vvonen  participants.  The  age  group  25-29 
accounted  for  most  of  the  increase  in  participation  which  took  place 
between  1969  and  1976,  fron  4.9  per  cent  in  1969  to  12.7  per  cent  in 
1976.  In  1976  14.1  per  cent  of  male  tax  filers  and  6.1  per  cent  of 
female  tax  filers  in  Ontario  were  contributors  to  RIRSPs. 

Coverage  by  Age 

Most  contributors  to  RRSPs  are  between  ages  25  and  65,  although 
in  1976,  4.1  per  cent  were  between  18  and  25.  At  younger  ages,  up  to 
age  30,  female  participation  has  been  greater  than  that  of  men  since 
1975.  Between  ages  25  and  65,  male  participation  tends  to  remain  fairly 
constant,  \A*iile  female  participation  shows  a  definite  dropping  off  after 
age  30,  resuming  again  after  age  44.(7) 
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As  participants  approach  retirement  age  they  tend  to  put  more 
into  RRSPs.  In  1976  for  Oitario  contributors  under  age  40  the  average 
contribution  was  well  below  the  provincial  average. 

Coverage  by  Income 

For  both  sexes,  participation  is  greatly  affected  by  income  levels, 
since  those  having  more  disposable  incane  are  more  likely  to  institute 
an  py^P.  From  1969  onward  the  largest  number  of  participants  was  in  the 
incarie  group  $10,000  and  over.  In  1976,  92.3  per  cent  of  male  partici- 
pants were  in  this  category  as  were  68.5  per  cent  of  female  partici- 
pants. Among  female  participants,  27.2  per  cent  had  incomes  between 
$5,000  and  $10,000.  For  women  in  that  range  -  or  generally  between  the 
minimum  wage  and  the  CPP  ceiling  -  the  RRSP  was  a  significant  part  of 
their  savings  pattern.  In  the  case  of  men,  only  6.6  per  cent  of  par- 
ticipants were  in  that  income  bracket.  (8)  Average  contributions  also 
vary  by  incane  group,  with  those  in  the  higher  income  groups  ($20,000 
and  over)  contributing  in  1976  above  the  provincial  average  of  $1,612, 
though  even  at  the  highest  levels  the  average  contribution  was  below  the 
maximum  al lowed  for  tax  purposes.  In  the  upper  middle  incane  categories 
wonen  tended  to  contribute  more  to  Rf^Ps  than  men,  possibly  because  of 
their  proportionately  lower  participation  rate  in  employment  pension 
plans  and  a  correspondingly  larger  amount  available  for  RRSP  deductions 
for  incane  tax  purposes. 

The  Consumer  Survey  similarly  found  a  direct  relationship  between 
level  of  incane  and  likelihood  of  having  an  RRSP.  For  example,  the 
incidence  of  RRSPs  among  professional  respondents  (21.9  per  cent)  was 
double  that  of  the  group  as  a  vsiiole   (11.9  per  cent). 

Dual  Contributors 

Because  tax  policy  permits  a  person  to  contribute  to  both  a  regis- 
tered pension  plan  and  an  RRSP  it  is  important  in  assessing  coverage 
of  the  target  population  to  identify  dual  contributors.  Taxation 
statistics  unfortunately  do  not  reveal  how  many  RRSP  holders  are  also  in 
non-contributory  pension  plans.  Accordingly,  the  following  analysis 
suffers  from  a  potentially  significant  lack  of  data.  Nevertheless,  the 
figures  for  contributory  plan  members  are  important  in  themselves,  and 
may  justify  some  cautious  extrapolation  for  all  employment  plans. 

Of  the  525,000  persons  in  Ontario  reporting  RRSP  contributions  for 
1976  tax  purposes  nearly  40  per  cent  were  dual  contributors,  leaving 
318,000  persons  ^o  had  made  RRSP  contributions  only.  Most  of  the  dual 
contributors  had  incomes  of  $15,000  and  over.  Generally  speaking,  the 
canbined  average  contribution  of  dual  contributors  to  RRSPs  and  pension 
plans  was  higher  than  the  average  for  those  having  RRSP  contributions 
only.  At  most  income  levels  the  proportion  of  incane  paid  out  for  both 
RRSPs  and  employment  pensions  ranged  from  11  per  cent  to  14  per  cent, 
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though  it  fell  below  this  range  in  some  incone  classes.     Those  with  RRSP 
contributions  only  contributed  8  to  10  per  cent  of   incane.(9) 

Coverage  by  Occupation 

Self-employed  professionals  and  business  proprietors  are  most 
typical  of  that  part  of  the  labour  force  for  vvdiich  the  RRSP  program  was 
primarily  designed.  Among  these  occupational  categories  the  degree  of 
participation  is  relatively  high;  the  highest  is  found  among  profession- 
als. (10)  In  aggregate,  slightly  over  53  per  cent  contributed  to  an  RRSP 
in  1976,  the  proportions  ranging  fron  81  per  cent  for  doctors  to  around 
27  per  cent  for  entertainers  and  others.  Business  proprietors  partici- 
pated to  a  much  lesser  degree,  with  just  over  16  per  cent  contributing 
to  an  RRSP.  It  could  be  speculated  that  the  perpetuation  of  the  busi- 
ness enterprise  represents  the  primary  intended  source  of  retirement 
security  for  people   in  the  latter  group. 

Professionals  in  1976  contributed  the  highest  average  amount  at 
$3,743,  or  more  than  twice  the  provincial  average.  Also  among  the  high- 
est contributors  were  farmers  and  fishermen  at  $2,089  and  salesmen  at 
$2,092.      Businessmen  contributed  an  average  of  $1,822. 

For  300,000  persons  in  Ontario  in  1976  the  RRSP  was  the  primary 
vehicle  for  retirement  income  savings  (disregarding  those  in  non- 
contributory  pension  plans).  Participation  is  high  in  those  groups  for 
which  the  plan  was  originally  designed  and  especially  among  profession- 
als, vho  tend  to  be  in  the  higher  income  levels.  Even  for  this  group, 
contribution  averages  are  well  below  the  maximum  deduction  allowed  for 
income  tax  purposes.  Participation  by  women  has  increased  greatly 
during  the  1970s,  though  their  average  contributions  are  smaller  than 
for  men.  As  people  approach  retirement,  their  average  contributions 
increase.  Highest  average  contributions  are  made  by  persons  40  and 
over,  with  each  succeeding  age  group  contributing  more  except  for  women 
between  60  and  64.  Participation  is  very  much  geared  to  incane,  with  86 
per  cent  of  Ontario  contributors  in  1976  having  incomes  of  $10,000  a 
year  or  more,   and  nearly  two-tliirds  with  incomes  of  $15,000  or  over. 


COMBINED  COVERAGE   -  REGISTERED  PENSION  PLANS  AND  RRSPs 

Earlier  in  this  chapter  we  discussed  the  categories  of  workers  in 
Ontario  not  covered  by  an  employment  pension  plan  in  1976.  Of  these 
271,000  were  self-employed  and  1,554,000  were  paid  workers.  It  is 
sometimes  argued  that  vjhen  RRSP  participation  is  added  to  employment 
pension  participation,  most  of  the  work-force  is  covered  by  some  formal 
vehicle  for  retirement  incane. 

From  the  RRSP  study  (Weitz)  we  find  that  the  number  of  participants 
in  RRSPs  for  categories  other   than   employees   was   83,981    in   1976.(11) 
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This  represents  only  31  per  cent  of    the   271,000  self-employed   of   our 
target  work-force,   and  leaves  187,019  uncovered. 

Also  from  the  Weitz  study  we  find  that  444,163  paid  employees 
participated  in  RRSPs.  EXial  contributors  represented  40  per  cent  of 
those  contributing  to  registered  pension  plans.  As  noted,  no  account 
has  been  taken  of  those  in  non-contributory  plans  who  may  be  among  those 
shown  as  making  only  RRSP  contributions.  Weitz  suggests  that  these 
might  account  for  10  per  cent  of  RRSP  contributors.  Therefore  we  can 
assume  for  rough  estimate  purposes  that  50  per  cent  of  the  RRSP  employee 
group  or  220,581  are  dual  participants.  If  we  deduct  these  from  the 
uncovered  paid  workers  of  the  target  work-force,  there  are  1,333,419 
paid  workers  who  belong  neither  to  an  employment  pension  plan  nor  an 
RRSP.  If  we  add  to  these  the  187,019  self-employed  not  in  an  RRSP,  we 
have  a  total  of  1,520,438  or  nearly  42  per  cent  of  the  Commission's 
target  work-force  not  covered  by  an  employment  pension  or  an  RRSP. 
Using  rounded  figures  we  obtain  the  following  picture: 


Ontario  labour  force,  1976  3,931,000 

Commission's  target  work-force 
(all  paid  workers  and  self-employed 
workers,  1976) 

Self-enployed  workers 

Less  numbers  having  an  RRSP 

(31  per  cent) 
Balance  uncovered 
Paid  workers  not  in  a  registered 
pension  plan 

Less  those  having  an  RRSP 
(with  deduction  for  those 
also  in  an  RPP  -  50  per 
cent) 
Balance  uncovered 
Total  number  of  v/orkers  not  in  KRP 

or  RRSP 
Percentage  of  Conmiss ion's  target 
work-force  uncovered 


The  results  are  clearly  based  on  rough  estimates,  each  subject  to 
considerable  variation,  but  the  overall  indication  from  the  figures 
cannot  be  denied:  there  were  about  a  million  and  a  half  people  working 
in  Ontario  in  1976  who  were  neither  members  of  registered  pension  plans 
nor  holders  of  an  RFJSP.  Their  earnings  in  most  cases  are  relatively 
low  -  certainly  below  the  industrial  average,  and  probably  well  under 
that  figure.        As   a  whole,    the   uncovered   segment  of   the  work-force 
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271,000 

3,655,000 

84,000 

187,000 

1,554,000 

441,000 

220,500 

220,500 

1,333,500 
1,520,500 

41. 

,  6  per  cent 

therefore  has  a  high  risk  of  becoming  dependent  on  government  support 
programs  such  as  GIS  and  GAINS.  This  group  has  little  hope,  moreover, 
of  attaining  by  retirement  age  a  net  replacement  income  that  would 
enable  them  to  maintain  to  any  reasonable  extent  their  pre-retirement 
standard  of  living.  Clearly  then,  the  41.6  per  cent  "uncovered"  figure 
has  important  implications  for  public  policy  in  Ontario. 


OTHER  TYPES  OF  COVERAGE 

We  examined  in  the  previous  chapter  other  formal  arrangements  for 
retirement  inccme  which  might  fill  a  gap  for  some  of  these  million  and  a 
half  workers.  Among  the  arrangements  mentioned  were  Deferred  Profit 
Sharing  Plans.  However  the  number  of  DPSPs  is  so  small  in  relation  to 
the  total  uncovered  that  they  can  be  no  answer  to  the  problem.  For 
example,  the  Trust  Companies  Association  of  Canada  (Brief  361)  estimates 
that  the  number  of  DPSPs  administered  by  trust  companies  in  1976  was 
only  2,303.  Memibership  will  vary,  but  the  total  DPSP  membership  will 
still  be  insignificant  in  relation  to  the  uncovered  group.  It  is  true 
that  people  are  also  providing  for  retirement  by  informal  arrangements. 
Business  people  for  example  will  build  up  tlieir  enterprises  to  provide 
for  their  needs  in  retirement.  The  Consumer  Survey  revealed  that  the 
most  favoured  method  of  accumulating  assets  for  retirement  was  the 
personally-owned  home.  Even  in  the  income  ranges  from  under  $6,000 
to  $14,000  about  53  per  cent  of  the  respondents  expected  to  own  a  house 
at  retirement  which  could  be  used  in  some  way  to  provide  retirement 
income.  (12)  However  it  may  be  that  the  increasing  cost  of  real  estate 
(which  appears  to  be  increasing  faster  than  wage  levels)  will  make  such 
expectations  less  realistic.  The  Cominission  is  not  convinced  that 
society  can  rely  on  this  type  of  informal  arrangement  for  the  fulfilment 
of  either  of  the  goals  we  set  out  at  the  beginning  of  this  chapter. 


CONCLUSION 

The  coverage  problem  is  too  serious  to  be  ignored.  So  much  discus- 
sion has  centred  around  registered  pension  plans  and  RRSPs  that  little 
attention  has  teen  given  to  the  plight  of  those  who  can  never  hope  to  te 
covered  by  any  formal  vehicle  until  they  become  eligible  for  Old  Age 
Security  and  CPP  benefits.  In  the  Cotimission's  view,  no  tinkering  with 
the  formal  vehicles  as  they  now  exist  can  make  any  worthwhile  inroads  on 
the  coverage  problem.  The  answer  lies  in  other  directions. 

Setting  aside  for  the  mcanent  the  problem  of  the  million  and  a  half 
members  of  Ontario's  working  population  who  are  not  covered  at  all  by 
formal  retirement  arrangements,  we  must  consider  the  effectiveness  of 
those  plans  for  the  58  per  cent  \4io  are  covered  by  them. 
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EFFECTIVENESS  CF  COVERAGE 

Coverage  alone  is  not  a  useful  measure  of  the  effectiveness  of 
either  enployment  pension  plans  or  RRSPs.  It  is  merely  a  statement  of 
the  number  in  the  current  work-force  who  are  participating  at  any  given 
time  in  one  or  other  of  the  vehicles.  For  a  meaningful  measurement  of 
effectiveness  it  is  necessary  to  ascertain  the  amount  of  retirement 
income  the  participants  are  likely  to  receive.  That  amount  may  then  be 
assessed  by  reference  to  the  goal  of  reasonably  approximating  pre- 
retirement living  standards.  In  attonpting  this  analysis,  the  Commis- 
sion has  concentrated  on  the  situation  of  those  who  earn  at  or  below  the 
Average  Industrial  Wage  -  about  $14,000  in  1979.  It  is  in  this  area 
that  government  policy  decisions  are  nxDst  important.  For  those  normally 
earning  more  than  the  average,  our  "net  replacement  ratios"  may  or  may 
not  be  applicable.  From  a  practical  viewpoint,  however,  the  Commission 
must  assume  that  any  retirement  incone  systan  v\hich  met  our  criteria  for 
people  at  tlie  Average  Industrial  Wage  level  would  also  hold  significant 
benefit  for  those  in  better-paying  occupations.  It  is  reasonable  to 
assume  as  well  that  workers  with  a  history  of  high  earnings  will  ap- 
proach retiranent  with  various  non-pension  assets  that  will  enable  them 
to  continue  their  pre-retirement  standard  of  living.  Accordingly,  our 
examination  of  the  effectiveness  of  enployment  pensions  and  RRSPs  will 
eirploy  the  same  net  replacement  concept  already  applied  in  assessing  the 
adequacy  of  benefits  from  government  programs,  using  as  examples  persons 
at  various  incone  levels  up  to  and  including  the  industrial  average. 


EFFECTIVENESS  OF  RRSP  OWNERSHIP 

RRSP  ownership  is  voluntary.  A  plan  can  be  started  at  any  time  and 
terminated  at  any  time  before  the  end  of  the  year  of  the  owner's  71st 
birthday.  In  plans  other  than  insurance  company  plans  involving  the 
purchase  of  life  insurance,  contributions  need  not  be  made  regularly  or 
in  any  set  amount  up  to  the  limits  of  income  tax  deductibility.  As 
early  as  age  60  the  owner  may  receive  an  annuity  or  other  permitted 
benefit  purchased  with  the  accumulated  contributions  and  interest. 
Obviously  an  IRRSP  will  have  most  value  when  contributions  have  been  made 
regularly,  over  the  longest  period  possible.  Finally,  as  with  all  plans 
from  vviiich  annuities  are  purchased  fron  accumulated  funds,  the  amount  of 
annuity  incone  is  not  known  in  advance,  since  it  depends  on  the  interest 
rates  in  effect  at  the  time  it  is  purchased.  Because  of  the  variable 
contributions,  flexible  periods  of  accumulation,  indeterminate  benefits, 
and  the  possibility  of  cash  withdrawal,  there  can  be  no  assurance  of  the 
effectiveness  of  an  RF^P  to  provide  future  retirement  income.  Hence, 
RRSP  ownership  is  an  unreliable  indicator  of  incone  replacement.  With 
that  reservation  in  mind,  it  is  still  useful  to  take  some  examples 
assuming  regular  contributions.  The  annuity  income  at  retirement 
purchased  from  the  accumulated  contributions  coupled  with  the  "available 
income"  from  government  progranns  can  then  be  assessed  in  terms  of  net 
replacement  ratios. 
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The  example  is  simply  constructed  and  ignores  changes  in  wage 
levels  during  work  history  by  using  tlie  same  contribution  rates  through- 
out. We  use  two  cases.  For  Case  1  we  will  ta}ce  25  years  as  the  accrual 
period,  and  assume  contributions  at  the  average  levels  for  1976  as  shown 
in  the  Weitz  study.  Interest  will  be  canpounded  annually  at  8  per  cent 
throughout.  Table  6  shows  the  monthly  payments  for  males  and  females 
which  would  be  payable  at  age  65,  based  on  typical  annuity  rates  in 
1979. 

Table  6 

Case  1,  Single  Life  Annuity  at  Age  65,  Monthly  Payraent  frcxa  Sample  RKSP 

Contributions  for  25  years  at  8  per  cent 


Income  level 

Income  level 

Income  level 

$5,000 

$9,000 

$14,000 

(Dollars) 

(Dollars) 

(Dollars) 

Annual  contributions (a) 

537 

954 

1,133 

Capital  fund  accumulated 

including  interest 

compounded  annually  at 

8  per  cent  for  25  years 

39,258 

69,743 

82,829 

Monthly  payment  single  life 

annuity  no  guarantee 

Male 

418.10 

742.76 

882.13 

Female 

384.34 

682.78 

810.90 

a  Averages  for  RRSP  contributors  by  income  group,  1976;  from  back- 
ground paper,  H.  Weitz,  "Contributors  and  Contributions  to  Regis- 
tered Retirement  Savings  Plans  in  Ontario,"  Table  12. 

Source  Prepared  for  the  Royal  Commission  on  the  Status  of  Pensions  in 
Ontario  by  L.  E.  Coward. 

Table  7 

Case  2,  Single  Life  Annuity  at  Age  65,  Monthly  Payment  fran  Sample  RRSP 

Contributions  for  15  Years  at  8  per  cent 


Income  level 

Income  level 

Income  level 

$5,688 

$10,400 

$13,746 

(Dollars) 

(Dollars) 

(Dollars) 

Annual  contributions 

(20  per  cent) 

1,137.60 

2,080.00 

2,749.20 

Capital  fund  accumulated 

including  interest  con^xDunded 

annually  at  8  per  cent  for 

15  years 

30,671 

56,476 

74,647 

Monthly  payment  single  life 

annuity  no  guarantee 

Male 

326.65 

601.47 

795.00 

Female 

300.27 

552.90 

730.79 

Source  Prepared  for  the  Royal  Commission  on  the  Status  of  Pensions  in 
Ontario  by  L.E.  Coward. 
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For  Case  2  we  vary  the  example  to  reflect  what  many  see  as  a  more 
realistic  approach  to  retirement  income  planning.  In  the  early  years 
workers  at  the  levels  postulated  are  likely  to  have  pressing  demands  on 
their  income  to  purchase  a  house  and  raise  a  family.  Therefore  we 
will  assume  contributions  made  to  an  RRSP  only  in  the  last  fifteen 
years  prior  to  age  65,  assuming  annual  income  at  the  minimum  wage  for 
1979  ($5,688),  the  YMPE  under  the  CPP  ($10,400),  and  the  AIW  for  1978 
($13,746)  and  continuing  constant  at  the  maximum  permitted  (20  per  cent 
of  income)  for  fifteen  years.  Table  7  shows  the  monthly  income  which 
would  be  derived  at  age  65  on  these  assumptions,  again  based  on  1979 
annuity  rates. 

From  the  tables  we  can  see  that  the  annuities  developed  over  the 
long  term  are  only  slightly  larger  than  those  for  the  shorter  period. 
The  difference  lies  in  the  the  contribution  rates.  Those  in  Case 
1  reflect  actual  average  contributions  for  1976  at  the  income  levels 
chosen.  Those  in  Case  2,  at  20  per  cent,  are  clearly  counsels  of 
perfection;  they  are  used  to  put  the  best  possible  case  for  the  RRSP. 
In  applying  the  net  replacement  ratio  approach  we  will  use  the  annuity 
amounts  in  Case  1  for  males  and  the  incone  levels  for  Case  2. 

When  we  examine  the  net  replacement  ratios  in  Table  8  we  see  at 
once  that  all  of  the  ratios  are  over  100  per  cent  and  that  in  all  but 
one  case  they  exceed  150  per  cent.  It  should  be  recalled  that  these 
ratios  are  stated  in  terms  of  "available  income"  taking  into  account 
payments  fran  government  programs,  including  the  Canada  Pension  Plan, 
Ontario  Tax  Credits,  and  incone  tax  age-related  exenptions.  Details  of 
the  method  used  for  the  calculation  can  be  found  at  the  end  of  this 
chapter. 

Case  2  assunptions  provide  somewhat  less  annuity  incone  than  Case  1 
and  therefore  for  Case  2  annuities  one  could  expect  ratios  slightly 
smaller  but  still  well  over  100  per  cent  for  all  groups.  Thus  if 
accumulation  can  be  made  at  the  levels  assumed  in  Case  1  or  Case  2  an 
arrangement  producing  these  levels  will  satisfy  the  goal  of  continuing 
pre-retirement  living  standards  into  retirement.  It  is  true  that  the 
ratios  apply  to  the  year  immediately  follcwing  retirement;  without  any 
inflation  protection  the  value  of  the  replacement  income  will  decline 
with  increases  in  the  Consumer  Price  Index.  'iVie  same  problem  faces  all 
those  in  retironent  and  is  met  only  in  part  by  the  full  indexing  of 
government  benefits.  Other  aspects  of  declining  purchasing  power  are 
addressed  in  a  later  chapter,  "The  Effect  of  Inflation  on  Retirement 
Incone . " 

On  the  basis  of  the  above  examples,  the  RRSP  might  be  said  to 
have  tine  potential  for  providing  sufficient  retirement  income  without 
recourse  to  any  other  scheme  such  as  an  employment  pension  plan.  The 
design  meets  the  net  replacement  criterion.  Ihe  question  then  t>ecomes 
one  of  whether  the  design  is  being  utilized  in  a  way  v^t^ich  in  fact  will 
provide  the  necessary  replacement  incone. 
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If  we  look  at  the  assumptions  for  Case  1  we  see  that  one  of  the 
basic  assumptions  is  the  continuance  of  the  average  level  of  contri- 
bution over  tlie  entire  working  life.  The  averages,  taken  from  the  Weitz 
study,  require  in  excess  of  10  per  cent  of  wages  at  the  lower  levels  and 
8  per  cent  at  the  Average  Industrial  Wage.  In  addition  there  will  be  a 
mandatory  contribution  to  the  Canada  Pension  Plan  (1.8  per  cent  on  earn- 
ings up  to  the  YMPE  and  over  the  basic  exemption)  equivalent  to  about 
1.5  per  cent  at  the  minimum  wage  level.  A  total  contribution  of  11.5 
per  cent  of  the  minimum  wage  is  clearly  too  large  a  percentage  to  expect 
a  worker  to  choose  on  a  continuing  basis  for  postponed  consumption 
when  total  incone  is  at  best  barely  adequate  for  current  requirements. 
Even  at  the  YMPE  level  and  with  a  starting  age  of  40,  the  required 
contribution  is  probably  much  higher  than  most  people  would  be  willing 
or  even  able  to  make. 

liie  Case  2  assumptions  recognize  that  there  is  greater  choice  for 
savings  later  in  the  working  career  vAien  demands  on  current  income  for 
family  formation  and  housing  acquisition  are  less.  However,  to  provide 
replacement  in  retirement  at  pre-retirement  levels  over  a  period  of  only 
15  years  would  require  contributions  at  20  per  cent  plus  Canada  Pension 
Plan  contributions.  Itiis  level  of  contribution  would  be  virtually  out 
of  the  question  at  lower  incone  levels  and  difficult  to  maintain  at  the 
Average  Industrial  Wage.  Even  at  a  lower  level,  say  half  tnat  rate,  the 
discipline  required  to  make  regular  contributions  and  the  high  likeli- 
hood of  cash  withdrawal  for  unforeseen  circumstances  lead  the  Conmission 
to  conclude  that  the  RRSP,  while  a  flexible  and  useful  vehicle  for 
individual  saving,  is  not  in  itself  the  answer  to  providing  adequate 
income  replacement  in  retirement.  It  is  clear  fron  the  Weitz  study  that 
relatively  few  are  able  or  wish  to  take  full  advantage  of  the  RRSP 
opportunity.  Ihis  vehicle  therefore  will  not  assist  greatly,  either  in 
providing  sufficient  replacement  incone  above  the  government  programs  or 
in  extending  coverage  to  the  one  and  a  half  million  uncovered  workers  of 
the  Commission's  target  work-force. 

If  the  only  dravtoack  to  the  effective  use  of  the  RRSP  were  the  size 
of  the  contributions  required,  one  solution  might  lie  in  the  employment 
pension  plan,  where  the  employer's  contribution  can  add  greatly  to  the 
value  of  the  benefit,  and  the  employee's  contribution  ranges  fron  5  or  6 
per  cent  down  to  zero  in  non-contributory  plans.  As  we  shall  see, 
however,  certain  other  drawbacks  of  RRSPs  have  parallels  in  employment 
pension  plans.  Continuity  of  participation  and  preservation  of  credits 
up  to  retirement  are  two  such  problems;  another  is  the  benefit  level, 
which  may  be  much  lower  than  those  shown  in  our  RRSP  examples. 


EFFECTIVENESS  OF   EMPLOYMENT  PENSION  PLANS 

It  is  one  thing  to  be  a  member  of  an  employment  pension  plan,  but 
quite  another  to  be  entitled  to  a  pension  fron  the  plan  at  retirement. 
We  have  noted  that  pensions  are  long-term  arrangements;    therefore   the 
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duration  of  membership  is  vital  to  effectiveness  of  any  plan.  Except  in 
multi-employer  plans  and  certain  reciprocal  arrangements,  a  change  of 
enployer  will  terminate  membership  in  the  pension  plan  of  the  former 
employer.  Therefore  we  must  consider  the  effect  of  job  mobility  on 
pension  entitlement. 

Job  Mobility  and  the  Consumer  Survey 

The  Commission  sought  to  obtain  a  picture  of  job  mobility  in  On- 
tario by  inquiring  about  the  work  history  of  individuals  in  the  Consumer 
Survey.  Of  all  those  interviewed,  91  per  cent  reported  that  they  had 
been  employed  at  some  time.  These  respondents  were  asked  a  series  of 
questions  about  their  job  history,  extending  through  the  most  recent 
seven  jobs  held.  A  careful  study  of  this  report  will  give  the  reader 
a  good  picture  of  representative  vrork  histories  in  Ontario.  Some 
pertinent  results  are: 

The  average  age  for  entering  the  labour  force  was  20. 

Respondents  on  the  average  had  held  3.2  jobs. 

The  more  jobs  people  had  held,  the  less  likely  they  were  to  leave 
the  present  job. 

The  majority  leaving  a  job  Vi^o  did  not  then  leave  the  labour  force 
found  work  within  one  month. 

The  incidence  of  people  leaving  the  labour  force  appears  to  de- 
crease over  the  work  life,  fran  almost  one-third  leaving  after 
their  first  job  to  one-fifth  leaving  after  their  sixth  job. 

Table  9  shows,  for  example,  that  of  the  513  respondents  who  had 
held  three  jobs  up  to  the  time  of  the  survey  108  or  21.1  per  cent  still 
held  the  third  job.  Of  those  no  longer  in  the  third  job,  254,  or  49.6 
per  cent  of  the  original  513,  stayed  in  the  work-force,  and  150  or  29.2 
per  cent  left  the  work-force.  Of  those  leaving  the  work-force,  76,  or 
14.8  per  cent  of  the  original  513,  had  not  returned  to  work  and  had  no 
present  intention  of  doing  so.  For  those  who  had  held  three  jobs  the 
average  length  of  time  spent  in  each  job  was  4.74  years.  (13)  The  data 
cannot  give  a  complete  picture  because  the  worklife  patterns  of  the 
respondents  are  not  complete;  and,  because  of  the  age  distribution 
of  the  survey  sample,  many  of  the  respondents  had  just  started  their 
working  careers. 

It  has  been  observed  that  worklife  patterns  are  changing,  so  that 
the  norm  is  no  longer  tliat  of  one  employer  throughout  a  person's  working 
career,  but  rather  three  or  more.  From  the  survey  there  is  already 
apparent  an  acceleration  in  job  mobility  fran  generation  to  generation, 
as  the  younger  segment  of  the  sample,  age  18  to  34,  have  already  held 
the  same  number  of  jobs  as  the  total  sample,  including  all  those  v^o  are 
still  working.  The  replies  of  retired  respondents  to  the  worklife  ques- 
tions show  that  the  average  number  of  jobs  held  was  3.31,  or  slightly 
greater  than  the  average  for  the  vv^ole  group.  For  retired  persons  who 
had  three  jobs  during  their  careers  the  average  number  of  years  for  each 


22 


o 


4-> 
U) 
03 

a 

m 

r-H 

> 


en 
+j 

c 

01 

a 

w 

0) 

a 

en 
c 
o 


X! 

O 

l-D 

U-l 

0 

o; 

u 

CT> 

c 

a' 

0) 

t! 

•-H 

•M 

JD 

u 

-'0 

c 

E-< 

(—1 

LTl 


<Ti 


J3 

0 

•-^ 

00 

^ 

• 

r- 

0^ 

r^ 

Xj 

-H 

fN 

^ 


Ln 


V£5 


00 


c 

a 

U-l 

O 

e 

2 


4-) 
C 
CD 
U 

;^ 


r-~ 


CM 


LD 

LTl 

'H 

JO 

CT\ 

■^ 

'S- 

ro 

• 

• 

• 

• 

• 

• 

• 

• 

-— 1 

» 

00 

'H 

00 

r~ 

o 

<Ti 

ro 

U3 

«* 

ro 

CM 

rM  u-i 


CM     !Tl 


u-)  <y\ 


in  00 


CO    \£> 


00    (Tl 


CM    fNJ 


in 


00 

CN  Ln 

•<*  o^ 

CN 

r^ 

CN 

ID 

• 

•         « 

•           • 

• 

• 

• 

• 

r^ 

CM  a^ 

on  — ( 

"a- 

CM 

(Tl 

ro 

n 

^  n 

n 

CM 

M 

CN 

CN 


in  CN 

"^    00 


CM 


>*    00 


o 

o 

<j\ 

CN  in 

CN 

r-H 

o 

-H 

• 

• 

• 

•          • 

• 

• 

• 

• 

\o 

'^ 

'a* 

,-(  ^ 

r~- 

a\ 

<y\ 

o 

^^ 

00 

in 

"=!■ 

CN 

■— 1 

rH 

CN 

(Tl 

r-H 

CN 

^ 

in 

r-- 

in 

CN 

CD 

o> 

r^ 

r-^ 

o^' 

CN 

.—1 

r-H 

^H 

CO 

in 
0 

<+4 

OJ 
4-1 

§ 

ro 

CN 

■— 1 

D 
5 

■H 

OJ 

OJ 

yj 

s 

(0 

5 

£ 

4-1 

0) 

u 

§ 

c 

n 

M 

R 

IJ-I 

i4 

!u 

Jj 

'0 

TS 

-H 

03 

0 

D 

•(—1 

^ 

C 

^ 

M-l 

s 

4J 

> 

■H 

M 

^ 

01 

<D 

fO 

U-l 

%j 

!u 

i-l 

!u 

id 

> 

01 

■-i 

01 

-— 1 

4J 

4-) 

8 

TJ 

o 
5 

03 

c 

4-1 

8 

-l-i 

oj 

e 

TJ 

§ 

S 

.—1 

4-1 

13 

8 

•r-i 

•H 

o 

O 

e 

4-1 

OJ 

•r-l 

"D 

Q 

CL4 

a. 

1+4 

a 

Q 

4-1 

•H 

01 

TJ 

14-1 

Q 

ij 

•rH 

01 

Q 

J 

en 


(Tl 
CT\ 


on 


w 

"^ 

^ 

'X) 

i4 

00 

• 

• 

03 

, 

■sT 

CN 

01 

^ 

'—i 

^H 

>> 

^ 
r^ 


(Tl 

in 


-8 


U-l 

O 

c 
o 

4J 

03 
!-i 

'U 

o; 

03    tJ 

^4     —I 

<u    0) 
>  a: 

< 


o 

00 


in 

00 


in 
in 


in 


r~- 


oo 


o; 

e 

-H 


M-l 

o 


4-1  W 

cn  X! 

C  O 

01  r-l 
-H 

C 

Q)  0) 

cn  0) 

03  5 

iJ  4-1 

01  0) 

>  X! 
< 


'8 
I 

c 

01 

> 

C 

o 


0) 


x; 
u 

03 
(V 


I/) 


5 

O 

5 


c 
o 

T3 


T3 


in 

01 
.—I 


c 

8 


u 

OJ 
A-i 

8 

c 


w 
c 
o 

■H 
03 

c 


g'      <Si 


14-1 

o 

4J 

0) 


s 

c 
o 

■rH 

03 
03 


8 


0) 

o 
u 

o 

CO 


23 


job  was  7.26.  This  would  indicate  that  even  for  retired  persons,  whose 
job  mobility  was  affected  by  social  circumstances  far  different  than 
those  of  today,  the  service  pattern  already  had  departed  from  that  of 
the  single-employer  career.  This  fact  has  serious  implications  for  the 
effectiveness  of  employment  pensions. 

Responses  of  the  retired  group  (Table  10)  are  useful  to  show  com- 
pleted work  histories.  The  retired  section  of  the  sample  was  made  up  of 
165  respondents.  Of  these  respondents,  9  stated  they  had  never  worked 
and  the  156  remaining  v\^o  had  worked  had  entered  the  work-force  at  an 
average  age  of  21.  The  average  nuit±)er  of  jobs  reported  was  3.31,  in  a 
history  which  tracked  up  to  six  jobs.  By  the  end  of  the  sixth  job,  91 
per  cent  of  the  respondents  had  left  the  labour  force  permanently. 

Table  10 

Incidence  of  Job  Mobility  among  Retired  Respondents  Who  Held  at  Least 

One  Job 

1st   2nd   3rd   4th   5th   6th 


Number  of  respondents 

Did  not  leave  job 
Left  job 
Did  not  leave  labour  force 
Did  not  find  work 
Found  work  immediately 
Found  work  after  one  month 
or  more 
Left  labour  force 
Returned  to  work 
Did  not  return  to  work 
Cumulative  total  leaving 
labour  force 


156   114    89    57    35   25 
(Per  cent) 


52.9  50.9  47.2  38.6  48.6  32.0 

7.7  10.5  4.5  10.5  11.4  8.0 

12.9  16.7  12.4  12.3  11.4  16.0 

26.5  21.9  36.0  38.6  28.6  44.0 

26.5  42.6  63.2  77.4  83.9  91.0 


(Years) 
Average  duration  of  all  jobs        11.26  6.98  7.26  6.71  5.23  5.39 
Average  length  of  time  between  jobs    .60   .72   .72   .46   .26  .20 


Source  The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario, 
Consumer  Survey,  Table  49. 

Although  tlie  average  number  of  jobs  was  3.31,  the  mobility  in- 
creases greatly  when  one  excludes  those  who  never  worked  and  those  who 
left  the  labour  force  after  one  job  and  did  not  return.  The  average  job 
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duration  drops  from  11.26  years  for  those  having  only  one  job  to  5.39 
years  for  those  having  six  jobs.  The  average  length  of  time  between 
jobs  is  also  significant  as  it  reflects  loss  of  time  for  earning  pension 
credits  over  the  working  life. 

Mobility  by  Age  Group 

Table  11  taken  from  the  Consumer  Survey  shows  the  incidence  of  job 
m^Dbility  by  age  groups.  (14)  The  grouping  age  55  and  over  includes  the 
retired  persons  whose  separate  responses  were  recorded  in  Table  10. 
Those  aged  18  to  34  are  the  most  mobile;  they  take  less  time  to  find  a 
new  job  than  older  people  (approximately  6  months  compared  to  9  months 
for  those  35  to  54  and  nearly  11  months  for  those  55  and  over).  The 
average  length  of  time  in  any  one  job  increases  with  age  over  the  whole 
job  history.  We  see,  for  example,  that  of  those  having  three  jobs, 
the  youngest  age  group  had  an  average  duration  of  2.38  years  per  job 
while  the  age  group  35  to  54  averaged  4.42  years  and  those  55  and  over 
averaged  6.74  years. 

Mobility  by  Sex 

When  the  job  mobility  histories  were  broken  down  by  sex,  clear 
differences  between  male  and  female  patterns  emerged.  Noteworthy  are 
the  following  observations  fron  the  survey: 

-  wanen  are  far  more  likely  than  men  to  leave  the  labour  force 
after  their  first  job   (46.8  per  cent  to  18.7  per  cent); 

-  of  wotien  leaving  the  labour  force  after  one  job,  61  per  cent  of 
them  later  re-entered  the  labour  force.  In  most  cases  they 
would  have  left  work  to  undertake  home-making  and  child-care 
activities; 

-  women  spend  about  three  times  longer  than  men  between  jobs; 

-  women  tend  to  keep  their  jobs  for  shorter  periods  than  men; 

-  the  ratio  of  women  to  men  in  the  various  categories  decreases 
over  time,  fron  47  per  cent  of  women  at  the  first  job  level  to 
30  per  cent  at  the  sixth  job  level. 

Table  12  taken  from  the  Consumer  Survey  shows  the  persistence  of 
these  patterns  throughout  the  entire  work  history.  (15)  For  example, 
while  the  average  duration  of  all  jobs  decreases  over  the  job  ranges  for 
both  men  and  women,  the  average  for  women  is  consistently  lower  than 
that  for  men.  For  those  having  three  jobs  the  average  duration  for  men 
was  5.26  years  and  for  women  4.04  years. 
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CONCLUSION 

Work  patterns  must  meet  two  requirements  if  employment  pensions  as 
presently  designed  are  to  produce  full  pension  credits: 

-  the  employee  works  for  only  one  employer  for  the  vvtiole  of  his  or 
her  vvorklife; 

-  the  worklife  comprises  an  unbroken  period  from  commencement, 
between  ages  18  and  25,  to  age  65  -  the  usual  age  of  retirenent. 

Our  Consumer  Survey  data  show  that  work  patterns  in  Ontario  do  not 
conform  to  either  of  these  requirements  at  present,  and  in  fact  have  not 
done  so  for  at  least  forty  years.  That  is  not  to  say  there  are  not  some 
whose  work  histories  fit  the  "ideal"  pattern.  They  are  the  winners  in 
the  eiployment  pension  game.  The  Camiission  is  concerned  that  most  do 
not  conform,  and  thereby  are  losers.  We  must  then  ask  to  what  extent 
they  miss  out  on  the  "winnings." 

Recognition  of  the  general  failure  of  work  patterns  to  fit  the 
m'Odel  has  led  to  a  quest  for  some  form  of  portability  for  employment 
pension  plans.  Multi-employer  plans,  reciprocal  transfer  agreements, 
and  the  statutory  vesting  rule  are  all  addressed  to  the  problem  of  job 
mobility  and  its  effects  on  pension  entitlement.  Many  briefs  to  the 
Commission  treated  portability  as  the  key  problem  to  be  solved  to  make 
employment  pensions  viable.  Portability  would  acconmodate  job  mobility 
while  preserving  pension  entitlement.  However,  even  perfect  portability 
would  not  extend  coverage,  nor  could  it  create  entitlement  when  workers 
are  absent  fron  the  work-force  because  of  illness,  unemployment,  or 
household  duties. 


PORTABILITY 

It  is  significant  that  the  body  appointed  in  1960  by  the  Govern- 
ment of  Ontario  to  study  pensions  was  called  the  Committee  on  Portable 
Pensions.  At  that  time  the  major  issue  facing  the  Committee  was  how 
a  worker  might  move  from  one  job  to  another  without  losing  pension 
credits  and  pensionable  service  accrued  with  various  employers.  How 
could  pension  credits  be  carried  forward  to  the  new  job?  How  could 
a  pension  be  earned  if  there  were  several  breaks  in  service  over  the 
person's  worklife?  The  Committee's  recommendations  for  a  mandatory 
standard  pension  plan  covering  most  employees  in  Ontario  were  embodied 
in  legislation  and  would  have  provided  a  pension  which  was  portable. 
However,  the  advent  of  the  Canada  Pension  Plan  brought  about  repeal  of 
the  Ontario  legislation;  and  the  lack  of  portability  remained  a  major 
area  of  weakness  in  employment  pension  arrangements. 

The  Canada  Pension  Plan  provides  complete  portability  for  its 
benefits  on  earnings  up  to  the  level  of  Yearly  Maximum  Pensionable 


28 


Earnings.  The  employee  with  twenty  different  jobs  and  the  employee  with 
only  one,  each  cxDntributing  on  the  same  level  of  earnings  for  the  same 
period  to  age  65,  can  expect  to  receive  the  same  amount  of  pension  from 
the  CPP. 

The  design  characteristics  which  make  this  perfect  portability 
possible  may  be  described  as  follcws: 

1.  Coverage  of  all  employees  in  the  same  plan  so  that  all  employ- 
ees are  governed  by  the  same  benefit  formula,  funding  method, 
contributions,  and  other  plan  provisions  such  as  retirement 
age,  and  ability  to  accrue  service  without  break; 

2.  Provisions  requiring  immediate  vesting  of  benefits  and  locking- 
in  of  contributions; 

3.  Prohibition  of  the  transfer  of  funds  to  any  other  pension 
vehicle. 

Clearly  those  requirements,  to  obtain  universality,  must  be 
strictly  and  uniformly  applied. 

In  Qitario,  enployment  pension  plans  have  been  allowed  to  develop 
with  a  minimum  of  government  interference.  A  plan  may  be  established 
voluntarily  by  any  employer  and  may  be  wound  up  by  the  employer  at  any 
time.  Except  for  certain  tasic  protection  required  under  the  Pension 
Benefits  Act  and  by  rules  of  the  Department  of  National  Revenue,  onploy- 
ers  may  design  their  plans  to  reflect  their  own  particular  needs  and 
those  of  their  employees.  As  a  result,  plan  features  exhibit  infinite 
variety;  of  the  7,700  plans  now  registered  under  the  Ontario  Pension 
Benefits  Act  few  are  identical.  This  lack  of  homogeneity  makes  porta- 
bility among  existing  employment  plans  virtually  impossible. 

Some  attempts  have  been  made  towards  partial  portability,  but  each 
is  limited  either  in  effect  or  in  application.  Three  approaches  in 
particular  have  been  tried  and  were  advocated  by  a  number  of  people  in 
submissions  to  the  Commission. 

Earlier  or  Immediate  Vesting 

Vesting  is  dealt  with  in  detail  below,  but  for  purposes  of  this 
discussion  we  will  define  it  as  the  right  of  the  employee,  on  termina- 
tion of  anployment,  to  a  deferred  life  annuity  based  on  pensionable 
service  to  the  date  of  termination,  paid  for  by  the  employer's  contribu- 
tions and  any  required  employee's  contributions.  The  vesting  rule  under 
the  Pension  Benefits  Act  provides  this  entitlement  v\*ien  the  terminating 
employee  is  age  45  and  has  10  years'  continuous  service  or  membership  in 
the  plan.  Unless  the  plan  provides  otherwise,  a  terminating  employee 
who  has  not  met  the  two  conditions  receives  nothing  on  termination  other 
than  his  or  her  own  contributions,  with  or  without  interest.  Ihe  mobile 
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enployee  clearly  loses  under  these  conditions;  he  or  she  may  belong  to 
pension  plans  for  40  years  and  still  achieve  no  pension  entitlement  at 
all.  Many  persons  and  groups,  employer  and  employee  alike,  proposed  to 
the  Commission  that  the  vesting  rule  under  the  Pension  Benefits  Act  be 
amended  to  require  earlier  vesting  or  immediate  vesting  to  provide  more 
portable  pensions. 

If  immediate  vesting  were  legislated  for  all  employment  pension 
plans,  the  result  would  not  be  to  provide  a  "portable"  pension  which 
could  be  carried  forward  from  employer  to  employer  over  a  working  life. 
Rather  it  would  provide  a  fixed  amount  of  pension  to  be  left  behind  with 
each  employer  to  be  paid  at  normal  retirement  under  the  conditions  of 
that  particular  plan. 

Tnere  are  specific  practical  shortcomings  in  the  use  of  vesting 
rules  to  provide  portability.  Most  important  is  that  after  termination 
there  is  no  increase  in  the  value  of  the  vested  benefit  to  reflect 
either  the  formula  in  the  old  employer's  plan  or  the  new  employer's 
plan.  If  the  vested  benefit  is  based  on  final  earnings,  it  will  apply 
to  earnings  at  termination  -  not  to  the  considerably  higher  earnings 
the  person  may  have  had  just  prior  to  retirement.  If  the  plan  of  the 
next  employer  has  a  final  average  formula,  the  employee  will  get  this 
advantage  but  only  for  that  part  of  the  pension  derived  from  service 
with  that  employer.  Even  with  only  one  change  of  job,  the  terminated 
employee  will  suffer  a  disadvantage  from  that  break  in  service.  If 
the  benefits  are  on  a  career  average  basis,  the  terminated  employee 
will  not  share  in  any  improvements  in  the  plan  made  after  termination. 
Obviously,  improvements  in  any  plan  could  be  extended  to  vested  former 
employees;  but  neither  employers  nor  unions  are  likely  to  feel  any 
obligation  to  do  so.  In  the  case  of  a  vested  money-purchase  benefit, 
the  value  of  accumulated  contributions  will  continue  to  increase;  but 
since  contributions  are  held  in  the  plan  of  the  former  employer,  there 
is  no  portability  in  the  strict  sense. 

A  second  limitation  of  vesting  is  less  visible  but  just  as  serious, 
especially  for  younger  employees.  The  problem  is  inherent  in  the 
funding  method  used  in  contributory  defined  benefit  plans;  it  is  most 
serious  in  plans  with  a  career  average  formula.  Daring  the  early 
years  of  plan  membership  -  up  to  age  45  or  even  later  -  the  cost  of  the 
accrued  pension  may  be  no  greater  than  the  value  of  the  employee '  s  own 
contributions  with  interest.  If  locked-in  at  the  time  of  termination, 
the  employee's  own  savings  therefore  will  pay  for  all  or  most  of  the 
"vested"  annuity;  yet  the  individual  has  no  qoportunity  to  improve  the 
eventual  pension  by  investing  the  money  in  other  ways .  Whether  or  not 
most  vested  employees  could  (or  would)  use  their  locked-in  contributions 
to  better  advantage,  the  fact  remains  that  many  resent  this  loss  of 
freedcm  to  manage  their  own  affairs;  and  their  resentment  is  all  the 
more  justified  by  the  lack  of  any  compensating  benefit  from  employer 
contributions.  Earlier  vesting,  if  acconpanied  by  earlier  locking-in, 
would  be  seen  primarily  as  a  further  restriction  on  the  freedom  of 
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enployees.  Those  who  would  benefit  from  such  a  move  would  be  the 
older  workers;  an  improvement  in  their  vesting  conditions  would  require 
additional  employer  contributions.  However,  it  should  be  borne  in  mind 
that  one  consecjuence  could  be  the  creation  of  a  cost  disincentive  to  the 
hiring  of  older  persons, 

A  further  shortconing  of  vesting  rules  is  that  they  do  not  deal 
with  the  basic  problan  of  continuing  service.  1X3  accrue  a  pension  over 
a  working  lifetime  presumes  continuation  of  pensionable  service  without 
interruption.  The  vesting  rule  by  its  nature  acknowledges  broken 
service  and  operates  only  v*ien  service  accrual  stops.  Even  if  a  worker 
is  immediately  eligible  to  join  the  plan  of  the  new  employer  after 
cessation  of  service  under  the  old  plan,  the  new  benefit  formula  and 
conditions,  other  than  in  a  money-purchase  plan,  involve  only  service 
froTi  that  time  forward. 

For  these  reasons  immediate  or  early  vesting  is  not  a  complete 
answer  to  the  portability  problem;  but  as  a  partial  answer  it  is  worth 
considering  further. 

Reciprocal  Transfer  Agreements 

A  reciprocal  agreement  for  transfers  among  plans  perhaps  goes 
farthest  in  providing  a  truly  portable  pension  because  it  is  a  method 
of  preserving  unbroken  pensionable  service  even  when  such  service  is 
rendered  to  different  employers. 

Samuel  Eckler,  in  his  brief  to  the  GoTmission, (16)  outlines  the  two 
main  prototypes  of  reciprocal  agreement  now  in  use: 

"Reciprocal  agreements  within  families  of  pension  plans  (e.g., 
those  among  related  public  sector  employee,  anployer  associations, 
unions,  etc.)  if  properly  drafted  are  an  effective  means  of  pre- 
serving conplete  pension  rights  on  transfer  of  employment.  There 
are  probably  many  varieties  of  reciprocal  agreements  but  I  think 
the  following  are  the  two  main  types.  The  more  popular  of  these 
two  is  that  designed  by  the  Federal  Public  Service  Superannuation 
Administration  under  which  the  importing  employer  assumes  the 
liability  for  the  total  pension  of  the  imported  employee  including 
the  service  rendered  to  the  exporting  employer.  The  exporting 
employer  and  employee  are  responsible  for  the  payment  of  the  con- 
tributions that  would  have  been  made  to  the  importing  employer  on 
account  of  service  rendered  to  the  exporting  employer.  The  main 
objection  to  this  kind  of  reciprocal  agreement  is  that  it  imposes 
proportionately  too  great  a  burden  on  the  importing  employer  and 
perhaps  only  the  Canada  Public  Service  Plan  and  its  financial 
guarantor  and  other  conparable  employers  are  able  to  support  this 
kind  of  arrangement.  The  other  type  of  reciprocal  agreement  which 
is  called  pro-rata  portability  was  developed  in  British  Columbia 


31 


and  prcx3uces  a  much  more  equitable  distribution  of  costs  between 
the  importing  and  the  exporting  employers.  The  exporting  employer 
is  responsible  for  a  pension  provided  the  employee  based  on  his 
plan  and  on  the  service  of  the  exporting  eirployer  and  taking  into 
account  increases  in  salary  earned  with  the  importing  employer 
(sometimes  with  maximum  limits  imposed  by  the  exporting  employer) 
frcsn  the  date  of  transfer  to  retirement." 

The  key  to  such  agreements  is  in  the  essential  homogeneity  of 
several  employers  (and  often  the  occupational  homogeneity  of  their 
enployees)  and  in  the  ability  of  those  employers  to  accept  the  cost 
transfers  required  in  the  operation  of  the  agreement.  It  is  not  sur- 
prising that  reciprocal  agreements  are  conmonly  found  among  governments 
at  federal  and  provincial  levels,  some  of  the  larger  municipalities, 
crown  corporations,  universities,  and  other  educational  institutions. 
(17) 

Employers  in  the  private  sector,  on  the  other  hand,  seldom  enter 
into  reciprocal  agreements.  EVen  vhere  homogeneity  might  be  sufficient, 
there  appears  to  be  little  interest  in  the  idea.  The  steel  industry, 
for  instance,  includes  a  number  of  employers  with  similar  character- 
istics. At  our  hearings  both  Algana  Steel  and  Dofasco  were  asked  about 
reciprocal  agreements,  and  both  replied  that  their  competitiveness  for 
skilled  workers  would  make  them  reluctant  to  enter  reciprocal  agree- 
ments covering  tlie  steel  industry.  This  bears  out  the  comments  of  the 
Canadian  Life  Insurance  Association: (18) 

"Management  and  employee  attitudes  rather  than  technical  problems 
seem  to  be  the  more  critical  consideration  in  implementing  any 
portability  scheme.  Pension  portability  would  facilitate  employee 
mobility.  Employees  with  longer  periods  of  service  who  might  now 
be  reluctant  to  move  because  of  pension  considerations  would  be 
more  willing  to  consider  a  move  if  a  portability  scheme  were  in 
place.  Employers  may  well  be  reluctant  to  make  it  easier  for 
their  longer  service,  more  experienced  employees  to  move.  Also, 
employers  might  consider  that  portability  benefits  primarily  those 
individuals  to  whom  the  company  has  least  obligation,  that  is, 
individuals  v*io  have  decided  to  take  their  skills  elsewhere.  The 
employer  might  place  a  higher  priority  on  using  v\*iatever  funds  are 
available  for  employee  benefit  purposes  to  improve  the  benefits  of 
individuals  v^o   remain  loyal  to  the  canpany." 

Tne  CLIA  itself  has  developed  a  draft  model  agreement  to  provide 
portability  of  service  among  the  pension  plans  of  member  companies. 
The  technique  used  is  that  of  transferring  "credit  for  service  with 
a  previous  employer  to  a  new  employer's  pension  plan.  It  is  therefore, 
a  mechanism  for  transferring  service  from  employer  to  employer,  as 
opposed  to  vesting,  which  is  a  mechanism  for  preserving  accrued  pension 
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bsnefits  ipon  termination  of  employment. "  (19 )  The  CLIA  agreement  has 
now  been  adopted  by  a  number  of  its  member  insurance  companies,  with 
more  expected  to  participate  in  the  near  future. 

Because  the  present  pension  legislation  is  designed  to  protect 
vested  benefits  on  termination,  there  are  a  number  of  regulatory  prob- 
lems under  the  various  Pension  Benefits  Acts  and  the  Department  of 
Revenue  regulations  to  be  worked  out  in  the  transfer  of  credits  and 
monies  fron  pension  funds.  If  the  use  of  reciprocal  transfer  agreements 
is  to  be  encouraged,  however,  government  can  assist  in  the  resolution  of 
these  problems. 

In  theory  the  reciprocal  transfer  agreement  could  provide  a  large 
measure  of  portability.  In  practice,  its  effectiveness  is  likely  to 
ba  limited  by  its  general  lack  of  acceptance  in  the  private  sector. 
It)  legislate  reciprocity  would  be  impossible  without  also  requiring 
uniformity  in  plan  terms  and  conditions. 

Multi-Employer  Pension  Plans 

This  approach  to  portability  works  by  utilizing  the  homogeneity  of 
a  group  of  employers  to  establish  a  conmon  plan.  It  is  usually  based  on 
a  collective  agreement  negotiated  between  a  single  local  union  and  a 
group  of  errployers  or  between  a  group  of  local  unions  in  the  same  trade 
and  an  employers'  association.  Multi-employer  plans  are  common  in  the 
construction  industry. (20)  Ihis  type  of  arrangement  affords  portability 
of  benefits  for  union  members  in  a  particular  trade  or  industry;  that 
is,  members  may  move  from  employer  to  employer  within  the  group  without 
loss  of  pensionable  service  or  accrued  benefits.  Ihe  worker's  member- 
ship is  through  a  union  local  rather  than  through  a  particular  employer. 
Multi-employer  plans  are  not  without  their  problems,  some  of  which  may 
require  further  regulatory  measures.  Nevertheless  they  are  capable  of 
extending  pension  coverage  to  highly  mobile  workers  in  certain  trades. 
In  most  cases,  they  provide  portability  only  while  the  worker  is  a 
member  of  the  local  union  which  negotiated  the  plan  and  their  use  is 
limited  to  the  groups  of  employers  who  deal  primarily  with  unions  fur- 
nishing workers  who  have  a  particular  trade  or  skill.  Portability  is 
enhanced  in  those  few  cases  (all  of  very  recent  origin)  in  which  two  or 
more  multi-employer  plans  are  linked  by  reciprocal  transfer  agreements. 
Reconmendations  for  the  regulation  of  multi-employer  plans  can  be  found 
in  a  subsequent  chapter,  Government  Regulation:  The  Pension  Benefits 
Act. 

From  the  foregoing  it  can  be  seen  that  none  of  these  three  ap- 
proaches provides  perfect  portability,  although  reciprocal  transfer 
agreements  and  multi-employer  plans  cone  close  for  the  particular  groups 
to  v^ich  they  apply.  Immediate  vesting  cannot  provide  portability 
because  it  does  not  recognize  the  need  for  unbroken  service. 
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At  present,  therefore,  the  Canada  Pension  Plan  alone  represents  the 
ideal  in  portability.  This  is  a  persuasive  ground  for  simply  increasing 
the  benefits  under  the  CPP.  There  are,  however,  other  problems  related 
to  increasing  the  CPP(21)  and  the  Coninission  is  therefore  proposing  a 
different  answer  to  the  portability  problem.  Because  improved  vesting 
is  a  part  of  this  answer  and  in  the  Commission's  opinion  should  be 
espoused  *^ether  or  not  the  Canmission' s  particular  answer  is  adopted 
by  the  Government  of  Ontario,  it  is  appropriate  to  discuss  the  whole 
question  of  vesting  at  this  point. 


VESTING 

Vesting  is  perhaps  the  least  understood  of  all  the  difficult  con- 
cepts inherent  in  pensions.  To  examine  it  one  must  first  understand 
the  nature  of  the  pension  promise.  The  promise  has  evolved  from  the 
original  ex  gratia  payments  of  the  employer  to  the  employee  v^o  could  no 
longer  work,  to  today's  elaborate  system  of  pre-funding  and  protecting 
the  value  of  pensions  -  on  terms  prescribed  by  statute. 

Nature  of  the  Pension  Promise 

We  have  discussed  the  concept  of  a  pension  both  as  a  long-service 
reward  and  as  deferred  wages.  The  money-purchase  plan  is  reasonably 
adaptable  to  either  approach  to  the  characterization  of  pensions.  It  is 
in  the  defined  benefit  plan  that  basic  misunderstandings  occur.  The 
following  discussion  will  centre  on  defined  benefit  plans.  Money- 
purchase  plans  will  appear  again  in  the  discussion  of  our  proposals. 

The  Eraployer's  Representation 

"If  you  stay  in  my  employ  until  retirement  I  will  pay  you  a  pension 
of  X  dollars  for  your  lifetime."  At  one  time  the  pension  promise,  as  a 
rule,  took  this  simple  form.   In  it  there  was  no  premise 

-  that  the  employer  would  put  away  any  money  to  fund  the  promise 
before  the  employee's  retirement,  or  even  at  that  time; 

-  that  the  employee  would  get  anything  if  he  or  she  were  to  die  or 
leave  the  employer  before  retirement; 

-  that  the  employee  would  have  a  choice  of  retirement  age; 

that  the  employer  would  continue  to  employ  that  person  until 
retirement; 

that  the  onployee's  spouse  would  receive  anything  on  the  employ- 
ee's death  after  the  pension  had  comienced; 
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-     that  the  promise  Viould  be  made  good   even    if    the  employer  went 
out  of  business. 

Tne  Group  Principle 

While  pensions  were  still  in  tiieir  infancy,  workers  were  beginning 
to  meet  other  needs  through  the  "mutual  benefit"  approach.  Each  person 
in  a  group  would  contribute  to  a  fund  out  of  v\*iich  monies  were  paid  in 
the  event  of  a  member's  sickness  or  disability.  If  a  member  ceased  to 
contribute  or  died,  having  contributed  to  the  fund  but  without  ful- 
filling the  conditions  for  a  benefit,  then  he  or  she  received  nothing 
back  from  the  fund.  Contributions,  in  other  words,  paid  the  cost  of 
insurance  against  specific  needs. 

Later  expanded  into  what  is  now  known  as  group  insurance,  the 
mutual  benefit  approach  is  the  essence  of  the  Canada  Pension  Plan. 
Contributions  are  made  into  the  "pool"  by  all  covered  workers,  and 
benefits  are  paid  out  v\hen  certain  conditions  have  been  met.  There  is 
no  strict  relationship  between  monies  paid  in  by  an  individual  and 
benefits  paid  to  that  person.  There  is  no  separate  account  for  the 
value  of  an  individual's  contributions;  rather,  the  contributor  accrues 
certain  benefit  rights.  The  deatii  benefit  is  noninal  (and  in  fact  was 
not  part  of  the  original  design  of  the  plan).  A  single  person,  for 
example,  who  dies  before  reaching  age  65  and  has  not  been  a  disability 
pensioner,  will  receive  no  benefit  from  contributions  apart  from  the 
small  death  benefit.  The  rest  of  that  person's  contributions  remain  in 
the  pool  to  pay  benefits  to  those  v\ho  meet  the  conditions  for  retirement 
pensions  and  other  benefits.  As  with  any  insurance,  the  payment  of 
premiums  ensures  only  that  benefits  will  be  paid  if  and  when  certain 
events  occur. 

We  have  used  the  Canada  Pension  Plan  as  possibly  the  best-known 
exaiiple  of  the  insurance  approach  to  pensions.  In  fact,  the  application 
of  this  basic  technique  in  the  CPP  design  reflects  a  widespread  accept- 
ance of  the  insurance  idea  in  many  thousands  of  employment  pension 
plans  -  in  lx>th  private  and  public  sectors  -  long  before  the  government 
plan  was  established.  They  have  the  same  essential  characteristic: 
they  promise  specific  benefits  in  the  event  of  specific  occurrences. 
Employee  contributions,  like  insurance  premiums,  are  set  at  a  generally 
affordable  level.  The  employer's  cost  depends  on  the  total  benefit 
cost,  vv^iich  may  be  highly  variable;  in  any  case,  total  cost  is  limited 
by  the  conditions  under  which  tenefits  are  payable  -  conditions  which 
ultimately  will  be  met  by  only  a  fraction  of  the  participants. 

In  the  evolution  of  defined  benefit  plans,  both  contributory  and 
non-contributory,  we  see  that  the  insurance  principle  became  wedded  to 
the  employer's  pension  premise.  The  results  were  clear  in  the  operation 
of  pension  plans  before  the  introduction  of  the  Pension  Benefits  Act. 
Many  employees  v^ho  left  employment  or  were    fired   before    the   specified 
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retirement  age  received  no  benefits  at  all.  In  collective  bargaining, 
unions  supported  the  principle  that  there  should  be  pensions  for  all 
their  members;  but,  understandably,  they  were  concerned  mainly  for  those 
who  actually  stayed  as  members  of  the  group  until  retirenent.  Thus,  in 
many  of  the  industry-wide  plans  promoted  or  encouraged  by  the  unions, 
various  employers  contribute  so  many  cents  per  hour  worked;  but  a  member 
will  only  benefit  (subject  to  vesting  requirements)  if  he  or  she  remains 
a  member  of  that  plan.  By  ceasing  to  be  a  member,  he  or  she  may  waive 
all  rights  to  benefits  under  the  plan. 

Introduction  of  the  Vesting  Rule 

By  the  time  of  the  study  of  the  Ontario  Committee  on  Portable 
Pensions, (22)  some  employers  had  extended  the  pension  promise  so  that  if 
an  employee  remained  with  the  employer  a  stipulated  number  of  years 
(say  20),  the  employer  would  assume  a  liability  to  pay  a  pension  on 
retirement  v\^ether  or  not  the  employee  continued  to  work  for  the  em- 
ployer until  retirement.  Vesting  was  not  always  that  generous,  however; 
nor  was  it  always  unconditional,  since  it  was  sometimes  denied  if  an 
employee  were  discharged  for  cause  or  acted  later  in  some  way  considered 
"disloyal"  to  the  former  employer.  In  contributory  plans,  vesting 
nearly  always  was  withheld  if  the  terminating  employee  chose  to  remove 
his  or  her  own  contributions  in  cash. 

Tne  Committee  had  before  it  the  problem  of  making  every  pension 
"portable,"  i.e.,  rights  acquired  by  the  employee  should  not  be  lost  by 
leaving  the  employer.  The  Committee  found 

"The  'least  portable  pension'  is  one  in  which  vesting  is  delayed 
until  retirement.  When  vesting  is  delayed  until  that  time,  as  in 
some  non-contributory  plans,  it  follows  that  able-bodied  employees 
who  are  laid  off  permanently  before  retirement,  perhaps  only  a 
short  time  before,  or  v\^o  leave  voluntarily,  gain  no  pension  what- 
ever. The  need  for  earlier  vesting  is  especially  great  in  such 
cases. " (23) 

In  practice,  the  word  "vesting"  has  two  distinct  meanings:  one,  a 
right  on  termination  of  employment  to  employer's  contributions  or  the 
pension  which  those  contributions  can  provide;  two,  a  right  to  any 
pension  at  all.  It  is  in  this  second  sense  that  the  Portable  Pensions 
Committee  used  tlie  term  "least  portable."  In  discussing  the  nature  of 
pensions  as  a  gratuity  or  right,  the  Committee  concluded:  "a  pension 
is  in  the  nature  of  things  a  conditional  arrangement  but  there  should  be 
no  unnecessary  conditions." (24) 

Tne  enactment  of  the  Qitario  Pension  Benefits  Act  in  1965  in  effect 
changed  the  nature  of  a  pension.  By  introducing  the  vesting  rule  of  age 
45  with  10  years'  service  the  government  chose  to  modify  the  traditional 
promise.  The  concept  of  the   "long-service  reward"  was  replaced  by  that 
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of  a  benefit  earned  over  time;  thus  it  paved  the  way  for  the  notion  of 
psnsions  as  a  "deferred  wage."  More  recently,  that  idea  has  found 
expression  in  the  concept  of  "redirected  wages"  advanced  by  the  Ontario 
Public  Service  Ehiployees  Union:  the  idea  of  deferral  is  removed,  and 
entitlement  is  seen  to  be  earned  immediately. (25) 

The  Committee  on  Portable  Pensions  did  not  set  out  an  explicit 
philosophical  basis  for  vesting.  But  their  goal  of  making  all  pensions 
portable  necessarily  assumed  some  "right"  \fltiich  the  employee  could 
"carry  away"  from  a  plan.  It  was  also  clear  that  the  Committee  was 
concerned  to  see  this  newly  created  "right"  protected  from  withdrawal  of 
cash  in  lieu  of  pension  and  therefore  it  recommended  that  employee 
contributions  be  locked  in  simultaneously  with  the  absolute  pension 
entitlement.  However  the  Committee,  for  cost  considerations,  did  not 
feel  it  could  alter  the  employer's  premise  to  the  ultimate  point: 

"The  most  portable  pension,  on  the  other  hand,  is  one  that  vests  in 
the  onployee  immediately  and  in  full,  usually  under  a  system  of 
joint  contributions." (26) 

Tne  Canmittee  described  its  dilemma  as  follows: 

"It  aj^Jears  that  more  portability  through  earlier  vesting  and  less 
availability  of  refunds  by  way  of  cash  withdrawal  are  both  required 
if  a  substantial  increase  in  the  number  of  pension  recipients  is  to 
be  achieved. 

"A  law  requiring  both  of  these  changes,  for  aaployees  at  all  ages, 
would  however  face  objections  from  both  sides:  from  employers  on 
the  ground  of  costs  and  from  employees  who  wished  to  retain  the 
withdrawal  option." 

The  same  dilemma  faces  this  Commission.  It  would  be  easy  to 
recommend  immediate  vesting,  but  cost  considerations  are  important  in 
any  situation  where  plans  are  voluntary  and  can  be  wound  up  if  cost 
threatens  to  become  too  cxierous.  The  Commission  therefore  attempted  to 
balance  the  need  for  improved  vesting  against  tJ-ie  consequences  of  higher 
costs  for  the  employer. 

Looking  first  at  the  results  of  the  Consumer  Survey,  the  Canmission 
decided  that  there  was  sufficient  indication  that  present  job  mobility 
patterns,  particuarly  for  women,  were  such  that  the  present  vesting 
rule  of  age  45  with  10  years'  service  would  be  of  little  assistance  in 
preserving  pension  rights  for  many  covered  workers.  Therefore  the 
Commission  undertodc  a  further  examination  of  what  vesting  rules  were 
possible  and  which  of  these,  on  balance,  would  be  the  most  effective 
alternative  to  the  "45  and  10"  requirement  in  the  Pension  Benefits  Act. 
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SAHIN-BALCER  STUDY 

The  study,  carried  out  by  Yves  Balcer  and  Izzet  Sahin,  is  a 
quantitative  assessment  of  the  basic  types  of  pension  plan  as  they  would 
operate  in  various  circumstances.  It  was  designed  to  measure:  "the 
ultimate  benefit  to  be  derived  by  a  group  of  similar  employees  from 
their  career  membership  in  pension  plans,  as  a  function  of  vesting 
rules,  termination  rates,  periods  of  employment,  types  of  plans,  and 
economic  assumptions," 

Unlike  the  usual  pension  model  vvhose  scope  is  limited  to  the  plan 
or  firm,  the  Sahin-Balcer  framework  provides  for  the  integration  of 
measurements  throughout  the  working  lives  of  individuals,  and  therefore 
addresses  as  directly  as  possible  the  question  of  what  total  impact 
might  be  expected   fran  any  given  change  in  vesting  legislation. 

The  following  specific  questions  were  posed: 

-  What  are  the  incremental  benefits  and  costs  associated  with 
moving  from  the  present  vesting  rule  of  "4  5  and  10"  to  a  more 
liberal  rule? 

-  How  would  these  benefits  and  costs  vary  with  termination  rates, 
early  or  late  retirement,   and   inflation? 

-  To  v\^at  extent  are  the  age  requirements  in  vesting  rules  like  45 
and  10  and  40  and  5  operational? 

Are  some  vesting  rules  more  equitable  than  others  in  terms 
of  distribution  among  the  retired  population  of  the  "pension 
wealth"? 

The  Commission  arranged  for  the  study  to  be  undertaken  by  Izzet 
Sahin  and  Yves  Balcer,  both  formerly  of  the  University  of  Ottawa  and 
now  at  the  University  of  Wisconsin.  Their  report  is  published  in 
Volume  VTII;  included  are  tiie  methodology  and  assumptions.  The  sta- 
tistical output  from  the  three  phases  of  the  study  is  deposited  with  the 
Archivist  of  Qitario,    in  the  Commission's  papers  and  proceedings. 

Following  is  an  outline  of  the  phases  of  the  study  and  a  summary  of 
the  results.  Phase  I  was  concerned  exclusively  with  the  accruing  of 
"pensionable  service,"  not  the  dollar  amounts  or  value  of  pensions.  A 
coTiputerized  model  was  used  to  determine  the  effect  of  a  number  of 
vesting  rules,  termination  rates,  entry  ages,  and  retirement  ages.  The 
questions  to  be  answered  were,  "How  many  years  of  an  employee's  service 
would  on  average  be  pensionable  and  how  would  the  pensionable  service  of 
an  errployee  group  vary  around  the  average?" 

Phase  II  was  concerned  with  the  amount  of  pension  produced  by 
various    types   of  pension   under   the   different   assumptions.         It  was 
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designed  to  answer  the  questions,  "How  much  pension  would  be  produced  at 
retirement  age  and  how  does  it  compare  with  the  maximum  possible  under 
the  plan  and  with  pre-retirement  earnings?" 

Phase  III  was  an  examination  of  the  way  in  which  pension  costs  vary 
under  different  vesting  rules.  It  attempted  to  answer  the  questions, 
"Which  vesting  rule  is  the  most  valuable  to  the  employee,  which  is  the 
most  costly,  and  how  WDuld  a  change  in  tiie  vesting  rule  affect  the  costs 
of  the  plan?" 

Assumptions 

For  an  understanding  of  the  results  it  is  necessary  to  know  what 
assumptions  were  made  for  purposes  of  the  analysis.  The  principal 
assumptions  are  outlined  below. 

It  was  assumed  in  all  phases  that  the  employee  throughout  employ- 
ment would  work  for  anployers  with  pension  plans;  that  the  plans  provide 
immediate  eligibility  for  membership,  and  that  the  employee  elects 
to  join  or  is  required  to  join  when  first  eligible.  No  allowance 
was  made  for  the  possibility  that  the  employee  might  be  unemployed, 
self-anployed,  or  in  part-time  employment.  It  was  further  assumed  that 
the  successive  employers  do  not  operate  multi-enployer  pension  plans  or 
have  reciprocal  transfer  agreements  in  force.  It  was  also  assumed  that 
an  employee  who  changes  employment  always  goes  to  another  employer  with 
a  similar  type  of  pension  plan. 

Tne  restrictions  in  the  assumptions,  necessary  to  avoid  an  un- 
manageable volume  of  computer  runs,  do  not  invalidate  the  conclusions 
since  the  purpose  was  to  determine  the  ccmparative  merits  of  different 
vesting  rules  rather  than  to  produce  absolute  figures. 

Termination  Rates 

Five  sets  of  termination  rates  were  selected.  Termination  rates 
are  probabilities,  depending  on  both  age  and  length  of  service  with 
the  employer,  that  an  employee  will  leave  employment  at  the  end  of  a 
year.  High,  medium,  and  low  termination  tables  were  developed  from  the 
turnover  statistics  of  some  large  enployee  groups  in  Canada.  The  high, 
medium,  and  low  rates  at  each  age  and  service  point  were  in  the  ratios 
3:2:1.  In  addition,  male  and  female  termination  rates  in  the  public 
service,  representing  the  experience  of  the  Ontario  Public  Service 
Superannuation  Fund  in  the  period  1974-1976,  were  used. 

Mortality  tetes 

Mortality  rates  used  were  based  on  the  1971  Group  Annuity  Mortality 
Table  for  males  developed  by  the  Society  of  Actuaries. 
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Worklife 

Two  alternatives  were  used  for  the  worklife;  employees  were  assumed 
to  enter  the  work-force  at  age  20  in  the  year  1980  and  retire  either 
at  60  or  65.  On  investigation  it  was  found  that  changing  the  entry 
age  from  20  to  25  would  have  only  a  small  effect  on  the  pensions  and 
would  not  alter  the  ranking  of  the  vesting  rules.  Retirement  age  65 
only  was  used  in  ccsT±>ination  with  the  public  service  termination  rates 
since  this  is  the  normal  retirement  age  in  the  public  service  (although 
retirement  is  allowed  at  age  60  subject  to  20  years'  service  or  v\hen  age 
plus  service  totals  90 ) . 

Vesting  Rules 

Choice  of  vesting  rules  to  be  tested  was  governed  by  the  Commis- 
sion's area  of  inquiry  as  explained  above,  and  by  its  familiarity  (from 
briefs  and  other  published  material)  with  a  broad  spectrum  of  vesting 
formulas  -  some  already  to  be  found  in  operation,  and  others  advocated 
as  answers  to  the  problems  of  portability.  While  other  caf±)inations  of 
age  and  service  might  be  conceived,  those  selected  obviously  represent  a 
full  range  of  feasible  options  from  the  most  liberal  to  the  least  lib- 
eral;  and  the  intermediate  options  can  be  identified  without  difficulty. 

For  Phase  I,    five  vesting  rules  were  selected: 

-  Age  45  and  10  years'    service;    (45  and  10) 

-  10  years'   service  at  any  age;    (Service  10) 

-  Age  40  and  5  years'   service;    (40  and  5) 

-  Years  of  age  plus  service  equal  45;    (Rule  45) 

(with  one  year's  service  for  eligibility) 

-  5  years'   service  at  any  age.    (Service  5) 

(Graduated  vesting  from  1  to  10  years  of  service  was  also  examined  in 
Phase  I  and  was  found  to  give  results  intermediate  between  rule  45  and 
service  5 ) . 

For  Phases  II  and  III  two  vesting  rules  were  added: 

-  Years  of  age  plus  service  equal  50;    (Rule  50) 

(with  one  year's  service  for  eligibility) 

-  1  year's  service  at  any  age   (approximate   immediate  vesting) 

Phase  I  -  Pensionable  Service 

Table  13  shows  how  many  years  of  pensionable  service  may  be  ex- 
pected under  the  various  alternatives,  and  the  coefficient  of  variation 
of  individual  cases  frcan  the  respective  averages. 
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For  retirement  at  age  65  and  entry  age  20  the  potential  service  on 
which  pension  might  be  earned  by  an  employee  v**io  never  changed  his  job 
or  forfeited  any  pension  credits  would  be  45  years.  Table  13  shows,  to 
take  an  example,  that  with  vesting  under  the  age  45  and  service  10  rule, 
eirployees  with  low  termination  rates  would  expect  on  average  to  have  a 
pension  based  on  35.3  years  of  service.  Thus,  78.4  per  cent  (35.3  years 
out  of  a  possible  45)  of  an  average  employee's  total  service  would  be 
pensionable.  In  a  group  subject  to  high  termination  rates,  the  average 
worker  would  be  pensioned  on  only  16  years  of  service,  or  35.6  per  cent 
of  potential  pensionable  service.  These  percentages  of  pensionable  to 
total  years  of  employment  are  shown  in  Table  14. 

Table  14 

Ratio  of  Pensionable  Years  of  Service  to  Tbtal  Years  of  Service 


Worklife 

age  20-65 

Termination  rates 

P.S. 

P.S. 

Vesting  rule 

Low 

Medium 

High 

male (a) 

female (a) 

(Per 

cent) 

45  and  10 

78.4 

56.7 

35.6 

74.2 

60.4 

Service  10 

86.2 

65.3 

41.6 

84.0 

70.9 

40  and  5 

83.8 

67.3 

49.3 

80.0 

69.6 

Rule  45 

88.0 

74.9 

59.8 

84.9 

75.6 

Service  5 

92.4 

79.1 

59.3 

91.3 

88.9 

Worklife  age 

20-60 

Termination 

rates 

Vesting  rule 

Low 

Medium 

High 

(Per  cent) 

45  and  10 

75.8 

53.0 

31.8 

Service  10 

84.8 

62.8 

38.5 

40  and  5 

82.0 

64.5 

46.0 

Rule  45 

86.8 

72.2 

56.2 

Service  5 

91.8 

77.5 

57.0 

Public  Service  Superannuation  Fund  (Ontario),  1974-76. 

Source  The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario, 
Sahin-Balcer  study,  table  prepared  by  Laurence  Coward. 

The  large  loss  of  pension  rights  resulting  from  high  labour  turn- 
over is  very  evident.  An  objective  of  this  study  therefore  is  to  show 
which  vesting  rule  would  most  effectively  limit  the  losses  from  job 
mobility. 

For  an  employee  retiring  at  age  60,  potential  service  would  be  4  0 
years.  We  see  from  Tables  13  and  14  that  if  vesting  occurs  under  the 
age  45  and  service  10  rule,  the  employee  under  low  termination  rates 
would  expect  to  have  30.3  years  of  pensionable  service,  that  is  75.8  per 
cent  of  his  or  her  potential.  The  percentage  is  lower  than  that  for  re- 
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tirement  at  age  65  because  termination  of  employment  between  ages  60  and 
65  is  less  likely  than  at  a  younger  age.  Where  termination  rates  are 
low,  a  fairly  high  proportion  of  service  is  pensionable  (78.4  per  cent 
to  92.4  per  cent)  depending  on  the  vesting  rules  and  retirement  age;  but 
where  termination  rates  are  high,  the  proportion  is  much  lower  (31.8  per 
cent  to  59.3  per  cent).  It  is  also  to  be  noted  that  when  termination 
rates  are  high  the  coefficient  of  variation  is  also  high,  indicating 
that  such  service  as  is  pensionable  would  be  distributed  very  unevenly 
among  the  employees. 

In  Tables  13  and  14  the  ordering  of  the  vesting  rules  used  is  from 
the  nxDst  stringent  (45  and  10)  to  the  most  liberal  (service  5)  in  terms 
of  the  pensionable  service  produced,  subject  to  minor  irregularities. 
Ihus,  if  full  vesting  were  provided  after  five  years  of  service  regard- 
less of  age,  more  years  of  service  would  be  pensionable  on  average  than 
under  any  of  the  other  vesting  rules  considered. 

Vesting  on  the  Service  5  basis  also  has  the  lowest  coefficient 
of  variation  if  terminations  are  low  or  medium  and  the  second  lowest 
coefficient  if  turnover  is  high.  Under  conditions  of  high  employee 
turnover  and  retirement  at  age  65,  the  vesting  rule  of  age  plus  service 
equals  45  (rule  45)  produces  the  highest  degree  of  pension  protection 
with  the  lowest  variability.  It  is  only  marginally  better,  however, 
than  service  5  which  in  all  other  cases  generates  more  pensionable  years 
and  is  the  least  sensitive  to  different  termination  rates.  Table  15 
shows  graphically  the  percentage  of  pensionable  service  for  the  various 
vesting  rules  and  termination  rates. 

The  Sahin-Balcer  study  shows  that  it  is  possible  for  employees  to 
end  their  career  with  no  pensionable  service  v^^atsoever.  The  probabil- 
ity of  this  unfortunate  result  is  small  (under  1  per  cent)  except  where 
the  45  and  10  vesting  rule  is  in  force,  or  with  service  10  with  medium 
or  high  terminations,  or  with  40  and  5  with  high  terminations.  In  the 
other  situations  virtually  every  employee  who  reaches  retirement  age 
will  have  some  pension  from  the  employment  pension  plan,  even  though  the 
pension  may  be  very  small. 

The  years  of  pensionable  service  for  those  subject  to  the  termina- 
tion rates  of  the  public  service  are  intermediate  between  the  figures 
for  low  and  medium  terminations.  Reference  to  actual  experience  in  the 
public  service  enables  us  to  observe  the  effect  of  different  vesting 
conditions  separately  for  male  and  female  plan  members.  Higher  turnover 
rates  among  females  in  the  public  service,  as  in  most  types  of  employ- 
ment, mean  less  pensionable  service  in  total  and  hence  lower  pensions. 
Fran  Table  14  it  is  clear  that  a  5-year  service  condition  for  vesting 
would  do  the  most  (of  the  five  cptions  tested)  to  equalize  the  average 
accumulation  of  pensionable  service  for  men  and  women.  It  should  be 
noted  that  the  study,  apart  frcm  the  use  of  actual  termination  rates  for 
the  PSSF,  assumes  that  no  one  leaves  the  work-force  before  retirement. 
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Consequently,  reference  to  the  public  service  rates  is  useful  if  we  are 
to  recognize  the  existence  of  an  important  difference  between  male  and 
female  career  patterns:  the  tendency  of  women  to  leave  the  labour  force 
for  a  period  of  child- rearing. 

While  the  model  assumes  that  a  terminating  employee  goes  immedi- 
ately to  a  new  employer  who  also  has  a  pension  plan,  we  must  remember 
that  both  men  and  women  are  likely  to  have  breaks  in  work  history  and 
plan  membership.  As  a  result,  the  study  produces  figures  higher  than  we 
can  expect  in  the  real  world.  The  loss  of  pensionable  service  through 
job  mobility  is  more  serious  than  can  be  shown  by  the  model,  whose 
purpose  is  to  show  canparative  rather  than  absolute  effects. 

Phase  II  -  Pension  Benefits 

Phase  II  builds  on  the  output  fron  Phase  I  by  assessing  the  amount 
of  pension  benefit  to  be  derived  fron  various  types  of  pension  plans, 
based  on  the  calculated  years  of  pensionable  service.  Pension  benefits 
were  expressed  initially  as  a  percentage  of  wages  received  at  age  64,  or 
of  the  wages  that  would  have  been  received  at  age  64  had  the  employee 
not  retired  at  age  50.  For  our  purposes  we  have  recomputed  the  latter 
to  show  the  pension  as  a  percentage  of  the  last  year's  pay,  i.e.,  at  age 
60. 

Pension  amounts  depend  on  the  type  of  pension  plan  and  the  employ- 
ee's earnings  history;  accordingly  it  was  necessary  to  make  additional 
assumptions. 

Pension  Plan  Types 

Five  types  of  pension  plan  were  studied: 

-  2  per  cent  of  career  average  earnings  for  each  year  of  service, 
contributory  (5  per  cent  by  employee)  and  non-contributory; 

2  per  cent  of  last  5  years'  average  earnings  for  each  year 
of  service,  contributory  (5  per  cent  by  employee)  and  non- 
contributory)  ; 

-  money -pur cha se ,  contributory  -  5  per  cent  each  from   anployer  and 
employee . 

The  pension  plans  were  not  integrated  with  the  Canada  Pension 
Plan,  although  many  plans  are  in  fact  integrated  in  a  variety  of  ways. 
Also  ignored  is  any  limitation  on  pensionable  service.  To  vary  these 
assumptions  would  not  significantly  alter  the  relative  merits  of  the 
vesting  rules  under  consideration. 
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Econonic  Assumptions 

For  Phases  II  and  III,  economic  assumptions  were  based  on  the 
Commission's  "most  probable"  inflation  assumption  as  used  throughout  the 
report.  These  were  taken  as: 


Real  interest  rate 


1980-84 

5.5 

2.4 

3.0 

1985-89 

5.0 

2.6 

3.2 

1990- 

4.0 

2.4 

3.0 

Rate  of    Government   Ffension  fund   Ibtal  rate  of  return 
inflation bonds portfolios for  pension  funds 

8.5 
8.2 
7.0 


A  supplQTientary  calculation  was  made  with  low  inflation,  the  above 
figures  being  decreased  by  1  per  cent;  and  with  high  inflation,  the 
above  figures  being  increased  by  2  per  cent.  The  real  growth  rate 
used  for  wages  and  salaries  was  1.8  per  cent  in  1980-84,  2  per  cent 
in  1985-89,  and  2.1  per  cent  in  1990.  The  wage  profile  by  age  was 
that  shown  below  (the  wage  at  age  20  is  assumed  to  be  the  same  for  all 
employees  age  40  to  65). 


Age 

20 

25 

30 

35 

40-65 

Wage  index 

.40 

.65 

.85 

.93 

1.00 

For  contributory  defined  benefit  plans,  v\*ien  an  employee  terminates 
before  vesting,  or  dies  before  or  after  vesting,  it  was  assumed  that 
employee  contributions  are  returned  with  interest  at  4  per  cent  per 
annum  (3  per  cent  if  there  is  low  inflation  or  6  per  cent  in  the  high 
inflation  scenario).  In  a  money-purchase  plan  (contributory),  it  was 
assumed  that  ttie  fund  rate  of  interest  would  apply  v\hether  the  employee 
terminates  or  dies.  In  contributory  plans,  when  an  employee  terminates 
after  meeting  the  vesting  qualification,  the  benefit  is  calculated  as 
the  greater  of  the  accrued  pension  or  what  the  employee's  accumulated 
contributions  would  buy. (27) 

Tables  16,  17,  and  18  show  the  expected  pension  benefits  derived 
frcm  different  types  of  plan  under  the  various  assumptions,  expressed 
as  a  percentage  of  final  wages.  The  year  of  entry  into  the  labour 
force  is  taken  as  1980,  and  therefore  the  last  year  of  employment  is 
2019  for  retirement  age  60  and  2024  for  retirement  age  65;  in  either 
case  benefits  are  related  to  wages  in  the  year  of  retirement.  In  the 
money-purchase  plan,  the  amount  of  annuity  reflects  the  different  life 
expectancies  at  age  60  and  age  65. 
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The  potential  benefit  for  an  employee  retiring  at  age  60  (that  is, 
the  maximum  pension  benefit  payable  to  an  employee  \^o  has  no  breaks  in 
service)  is  80  per  cent  of  career  average  earnings  or  of  final  5-year 
average  earnings  as  the  case  may  be  (2%  x  40  years).  For  an  employee 
retiring  at  age  65  the  potential  benefit  is  90  per  cent  of  the  appro- 
priate earnings. 

However,  career  average  earnings  for  any  person  are  considerably 
less  than  the  last  five  years'  average  earnings,  which  in  turn  are 
usually  less  than  earnings  just  before  retironent.  We  therefore  find, 
on  tlie  wage  and  salary  assumptions  outlined  earlier,  that  the  potential 
maximum  benefit  for  an  anployee  retiring  from  the  career  average  pension 
plan  at  the  end  of  year  2024  is  31.37  per  cent  of  his  earnings  in  his 
final  year.  If  this  anployee  had  been  in  the  final  average  plan  his 
potential  benefit  would  be  80.23  per  cent  of  earnings  in  2024. 

The  contrast  between  the  benefits  generated  by  these  two  pen- 
sion plans  is  very  great.  It  must  be  remembered  that,  in  this  study, 
benefits  in  the  career  average  plan  are  never  updated  or  improved;  in 
practice,  many  plans  of  this  type  do  have  their  prior  service  pension 
raised  froti  time  to  time,  particularly  in  periods  of  high  inflation. 
Oar  purpose  here,  however,  is  not  to  compare  the  merits  of  different 
plan  types,  but  to  show  which  are  most  sensitive  to  the  interaction  of 
vesting  rules  and  employee  turnover  rates. 

If  the  employee  were  to  retire  at  the  end  of  2019  -  that  is,  at  age 
60  instead  of  age  65  -  the  maximum  potential  pension  benefit  would  be 
30.19  per  cent  of  the  most  recent  year's  earnings  in  the  career  average 
case,  or  71.32  per  cent  in  the  final  average  plan.  Comparisons  of  the 
age  60  and  age  65  retirements  are  summarized  below. 


Career  average   Final  average 

plan plan 

Retiranent  at  age  60  in  2019  (Per  cent) 

Potential  pension  as  percentage  of 

last  year's  earnings  in  2019  30.19  71.32 

Potential  pension  as  percentage  of 
anticipated  earnings  in  2024  22.45  53.04 

Retirement  at  age  65  in  2024 

Potential  pension  as  percentage  of 
actual  earnings  in  2024  31.37  80.23 


The  figures  based  on  retirement  age  60  and  earnings  in  year  2024 
are  included  in  order  that  a  conparison  may  be  made  with  the  figures  in 
Table  4  of  the  Sahin-Balcer  report.  It  is  assumed  that  the  pension 
comiencing  in  2019  is  not  indexed  or  otherwise  increased  after  the 
employee's  retirement. 

From  Table  16  for  career  average  plans  and  Table  17  for  final 
average  plans  \^e  find  the  ranking  of  the  vesting  rules  fron  stringent  to 
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liberal  is  the  same  as  that  shown  for  pensionable  service  (Phase  I), 
except  that  Rule  45  and  Rule  50  are  now  more  liberal  than  Service  5  for 
defined  benefit  plans.  The  two  former  rules  preserve  more  pensionable 
service  once  the  employee  has  passed  age  4  5  than  Service  5,  because 
wages  increase  with  age;  a  year  of  pensionable  service  v^en  the  employee 
is  approaching  retirement  has  greater  value  than  a  year  at  a  younger 
age. 

Generally  speaking  the  variability  is  in  the  same  order  as  the  pen- 
sion benefit,  ^art  fron  Service  1  which  is  almost  immediate  vesting. 
Rule  45  not  only  produces  the  largest  pension  benefit  but  also  has  the 
smallest  coefficient  of  variation. 

From  Table  18  it  will  be  seen  that  the  order  from  stringent  to 
liberal  in  the  vesting  provisions  for  defined  benefit  plans  is  not  pre- 
served under  the  money-purchase  plan.  Here,  it  will  be  observed  that  in 
money-purchase  plans  Service  5  is  better  than  Rule  4  5  if  terminations 
are  low,  about  the  same  with  medium  terminations,  and  worse  with  high 
terminations. 

For  all  types  of  plans  the  vesting  rule  has  a  rather  small  impact 
on  the  expected  pension  benefits  if  termination  rates  are  low;  the 
maximum  spread  between  the  roost  stringent  and  the  most  liberal  rule  is 
only  24  per  cent.  With  higher  termination  rates  the  vesting  rule  is 
more  critical.  At  high  termination  rates  the  increase  in  benefits  can 
be  as  much  as  143  per  cent. 

If  the  results  under  Rule  45  and  10  are  conpared  with  those  under 
Service  10  it  will  be  seen  that  the  age  requirement  preserves  less  of 
the  expected  pension  benefits  than  the  service  requirement. 

The  impact  of  changing  the  vesting  rule  is  considerably  more  pro- 
nounced in  money-purchase  plans  than  in  career  average  plans.  The 
impact  in  final  5-year  average  plans  is  less  than  in  other  types  of 
plan.  In  other  words,  the  money-purchase  plan  is  the  most  sensitive  to 
vesting  provisions  and  the  final  average  plan  least. 

Tables  19  and  20  show  the  percentage  of  the  actual  pension  to  the 
maximum  available  under  the  career  average  and  final  5-year  average 
plan.  The  pension  under  all  examples  is  considerably  less  than  the 
pension  for  an  onployee  viiio  never  had  a  break  in  service,  the  maximum 
potential  pension  under  the  plan.  The  pension  loss  is  greater  in  the 
final  5-year  average  plan  than  in  the  career  average  plan.  In  both  of 
these  plans  a  loss  occurs  because  not  all  service  is  pensionable,  but  in 
the  final  5-year  average  plan  tliere  is  another  loss  because  each  break 
in  service  reduces  the  relative  value  of  the  pension  accrued  before  the 
break.  Thus,  even  if  there  were  full  and  immediate  vesting,  breaks  in 
service  would  cause  a  loss  of  pension  in  the  final  5-year  average  plan 
relative  to  the  potential  pension. 
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Table  19 

Ratio  of  Pension  Etenefits  to  Maximum  Potential  Pensions  Under   a  Career 

Average  Plan 


Workl; 

Lfe  age  20- 

-65 

Workl; 

Lfe  age  20- 

-60 

Termination  rates 

Termination  rates 

Vesting  rule 

Low 

Medium 

Hiqh 

Low 

Medium 

High 

(Per 

cent) 

45  and  10 

86.8 

67.1 

43.8 

74.3 

55.2 

35.3 

Service  10 

89.3 

70.1 

45.9 

77.4 

58.9 

37.0 

40  and  5 

92.1 

79.2 

60.4 

79.8 

67.1 

49.5 

Rule  50 

94.6 

86.7 

74.8 

82.3 

73.8 

61.6 

Rule  45 

95.4 

88.7 

77.9 

83.4 

76.3 

65.5 

Service  5 

94.2 

82.2 

63.0 

82.4 

70.7 

52.7 

Service  1 

97.0 

92.3 

83.1 

85.3 

80.7 

71.8 

Source     The  Itoyal   Commission  on    the   Status   of   Pensions    in  Ontario, 
Sahin-Balcer  study,   table  prepared  by  Laurence  Coward. 

Table  20 

Ratio  of  Pension  Benefits   to  Maximum  Potential   Pension  Under   a   Final 

5-Year  Average  Plan 


Workl] 

Lfe  age  20- 

-65 

Workl: 

Lfe  age  20- 

-60 

Termination  rates 

Termination  rates 

Vesting  rule 

Low 

Medium 

High 

Low 

Medium 

High 

(Per 

cent) 

45  and  10 

72.3 

48.3 

28.1 

63.0 

41.1 

23.2 

Service  10 

73.9 

50.0 

29.2 

65.1 

43.5 

24.8 

40  and  5 

74.8 

53.7 

35.3 

65.9 

47.0 

30.4 

Rule  50 

76.0 

56.8 

41.1 

67.2 

50.0 

35.7 

Rule  45 

76.4 

57.7 

42.4 

67.8 

51.2 

37.4 

Service  5 

76.0 

55.2 

36.6 

67.5 

49.0 

32.1 

Service  1 

77.1 

59.2 

44.5 

68.7 

53,2 

40.2 

Source     The  Royal   Commission  on   the   Status   of   Pensions    in  Ontario, 
Sahin-Balcer  study,   table  prepared  by  Laurence  Coward. 

Under  career  average  plans  the  percentage  of  pensionable  service  to 
maximum  service  is  less  than  the  percentage  of  the  actual  pension  to  the 
maximum  pension  (see  Tables  14  and  19).  For  example,  with  vesting  rule 
45  and  10,  high  terminations  and  retirement  at  age  65,  the  average 
service  is  35.6  per  cent  of  maximum  service  and  the  average  pension 
is  43.8  per  cent  of  maximum  pension.  The  reason  for  this  is  that 
termination  rates  are  high  at  younger  ages,  when  wages  and  hence  the 
pension  per  year  of  service  are  low.  It  must  be  rem.embered  that  the 
career  average  plan  is  assumed  not  to  be  upgraded  in  any  way  on  account 
of  inflation  or  rising  wage  levels.  If  prior  service  benefits  were  to 
be  increased  from  time  to  time,  the  same  plan  would  produce  pensions 
closer  to  those  of  the  final  5-year  average  plan.  In  practice,  career 
average  plans  are  often  updated  in  this  manner.  Otherwise,  inflation 
and  normal  salary  progression  operate  to  create  a  serious  disadvantage 
for  members  of  career  average  plans. 
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Under  the  final  5-year  average  plan  the  opposite  feature  is  ob- 
served. (See  Tables  14  and  20.)  For  example  with  vesting  rule  45  and 
10,  high  terminations  and  retirement  age  65,  the  average  service  is  35.6 
per  cent  of  the  maximum  service  but  the  average  pension  is  28.1  per  cent 
of  the  maximum.  Tlie  reason  for  this  difference  is  that  any  vested 
deferred  pension  is  based  on  earnings  at  or  shortly  before  termination 
of  employment,  and  its  amount  does  not  change  to  reflect  later  earnings. 
If  termination  had  not  occurred,  all  years  of  service  would  be  pension- 
able on  the  basis  of  the  5-year  average  earnings  immediately  preceding 
retiranent. 

In  summary  we  find  that  Rule  4  5  is  more  liberal  than  Service  5 
for  defined  benefit  plans,  particularly  at  high  termination  rates. 
Service  5  is  more  liberal  for  money-purchase  plans  if  termination  rates 
are  low,  but  less  liberal  if  termination  rates  are  high.  Table  21  shows 
graphically  the  percentage  of  maximum  pension  preserved  by  various 
vesting  rules  for  the  three  types  of  plans  at  medium  termination  rates. 

Tne  "sum"  rules  such  as  Rule  45  or  Rule  50  are  more  advantageous 
for  older  employees,  as  their  benefits  will  vest  immediately  by  virtue 
of  age  alone  as  soon  as  they  have  met  any  minimum  service  requirements 
for  eligibility.  (However,  the  risk  that  employers  would  be  more  re- 
luctant to  hire  workers  45  and  over  should  be  considered. )  For  younger 
employees  a  "sum"  rule  has  both  advantages  and  disadvantages.  Under 
Rale  45,  for  example,  an  employee  of  35  would  have  a  vested  entitlement 
with  as  little  as  10  years'  service;  at  age  4  0  the  service  required 
would  be  5  years.  An  earlier  age  for  vesting  is  most  significant  where 
money-purchase  benefits  are  involved,  since  the  period  to  retirement  age 
may  be  longer  and  the  effect  of  compound  interest  that  much  greater. 
Earlier  vesting  is  also  a  clear  advantage  to  members  of  non-contributory 
plans,  regardless  of  the  type  of  benefit.  In  contributory  defined 
benefit  plans  on  the  other  hand,  the  advantage  is  much  less  clear.  The 
younger  (and  more  mobile)  employees  in  effect  pay  all  or  most  of  the 
cost  of  their  accruing  benefits.  Accordingly,  even  under  the  present  45 
and  10  rule,  tliere  is  often  very  little  employer  money  tied  up  in  the 
vested  deferred  pension  -  but  all  the  employee's  contributions.  Thus,  a 
move  to  require  vesting  at  an  earlier  age,  if  accompanied  by  a  similar 
locking-in  of  employee  contributions,  would  give  younger  employees  in 
contributory  defined  benefit  plans  very  little  apart  frcan  a  restriction 
on  the  use  of  their  own  money.  Assuming  that  the  value  of  the  deferred 
pension  is  fairly  related  to  the  locked- in  contributions,  its  size,  un- 
less indexed  or  otherwise  upgraded,  probably  will  seem  trivial  compared 
to  that  of  a  lump  sum  in  the  employee's  hands  today. 

Despite  the  evidence  that  improved  vesting  might  mean  little  more 
than  a  limitation  on  the  freedom  of  employees,  it  is  widely  believed 
that  it  would  impose  significant  costs  on  onployers.  Phase  III  of  the 
study  therefore  is  an  attempt  to  determine  the  relative  cost  impact  of 
the  several  vesting  rules  already  defined. 
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Phase  III  -  Vesting  Costs 

The  Sahin-Balcer  report  quotes  figures  for  definite  benefit  plans 
providing  1  per  cent  of  earnings  v^hether  career  or  final  5-year  average, 
for  each  year  of  service.  The  tables  in  this  chapter  are  based  on  2  per 
cent  plans  which  are  much  more  common  in  practice.  Similarly,  Sahin  and 
Balcer  use  a  money-purchase  plan  with  6  per  cent  total  contributions, 
converted  to  10  per  cent  in  this  chapter.  The  conparisons  however  are 
not  affected  by  these  changes. 

line  assumptions  for  Phase  III  are  almost  identical  to  those  used 
in  Riases  I  and  II.  The  number  of  variables  were  reduced  so  that  the 
Ontario  public  service  terminations  were  eliminated.  Entry  age  to  the 
work-force  v\bs  age  25  for  both  retirement  groups,   age  60  and  65. 

In  Phase  III  value  of  the  lifetime  pension  benefit  was  determined 
for  the  various  types  of  plans  on  a  projected  benefit  cost  method.  This 
value  is  expressed  as  a  level  percentage  of  the  aiiployee's  earnings  and 
could  be  considered  as  a  comparative  measure  of  the  employer's  cost 
under  certain  highly  restrictive  conditions.  Figures  were  developed  to 
show  both  total  cost  and  the  employer's  cost. 

Effect  of  Vesting  Rules  on  Pension  Costs 

Table  22  shows  "total  pension  costs"  in  cases  of  low,  medium, 
and  high  termination  rates,  three  vesting  rules  and  five  pension  plans 
based  on  the  Commission's  most  probable  inflation  rates.  Table  23 
shows  the  anployer's  pension  costs,  that  is,  total  cost  less  employees' 
contributions. 

"Tbtal  pension  cost"  means  the  cost  for  an  employee  who  enters 
employment  at  age  25,  who  is  subject  to  specified  probabilities  of 
changing  his  or  her  job  (v\^ich  probabilities  depend  upon  age  and  ser- 
vice), v*io  is  never  unemployed,  and  all  of  whose  employers  have  the 
same  type  of  pension  plan.  The  total  cost  will  be  shared  between  the 
employee  and  employer  in  a  contributory  plan.  It  will  fall  entirely  on 
the  employer  in  a  non-contributory  plan. 

Tne  total  pension  cost  is  expressed  as  a  level  percentage  of  the 
eTiployee's  wage  or  salary.  Thus  if  the  cost  shown  in  T^ble  22  is  4  per 
cent  of  earnings,  it  means  that  contributions  equal  to  4  per  cent  of  the 
employee's  earnings  throughout  his  or  her  working  life  would  suffice 
to  pay  for  the  benefits  from  all  plans  in  which  he  or  she  had  vested 
rights.  It  does  not,  of  course,  mean  that  the  cost  to  each  employer  is 
4  per  cent. 

Table  22  does  however  show  the  value  of  the  pension  benefit  to  a 
new  entrant.  More  important,  it  enables  comparisons  to  be  made  of 
the  cost  effects  of  different  vesting  rules.      Table   23   is  of   the   same 
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nature,  except  that  employee  contributions  are  deducted  so  that  the 
value  (cost)  is  the  portion  paid  for  by  the  employer. 

The  efficacy  of  a  vesting  rule  in  preserving  pension  rights  can  be 
judged  by  the  number  of  years  of  service  that  are  pensionable;  or  by  the 
amount  of  annual  pension  that  is  preserved;  or  by  the  value  (cost)  of 
the  pensions.  The  tables  in  this  chapter  allow  comparisons  to  be  made 
using  each  of  these  three  criteria. 

The  cost  figures  in  Tables  22  and  23  can  be  considered  in  two  quite 
different  ways.  First,  they  represent  the  value  of  the  pension  to  an 
average  anployee  v^^o  is  subject  to  the  specified  termination  rates;  the 
value  is  expressed  as  a  level  percentage  of  earnings  each  year  through 
the  working  lifetime.  Secondly,  they  provide  an  indication  of  relative 
cost  to  an  employer  vAio  operates  a  pension  plan  with  immediate  eligibil- 
ity and  v\iiose  employees  are  subject  to  the  specified  termination  rates, 
on  certain  very  restrictive  assumptions  as  to  the  age  distribution  of 
the  enployee  and  other  factors.  The  figures  should  be  used  only  for 
conparative  purposes  and  offer  no  guidance  as  to  the  cost  of  any  pension 
plan  in  practice. 

Tables  22  and  23  show  that  in  a  career  average  non-contributory 
plan,  with  a  worklife  of  age  25  to  60  and  medium  terraination  rates,  the 
cost  of  the  plan  with  vesting  at  45  and  10  is  4.56  per  cent  of  the 
employee's  earnings  and  with  vesting  at  Service  5  is  5.86  per  cent  of 
earnings.  A  change  in  the  vesting  rule  to  Service  5  would,  therefore, 
raise  the  value  of  the  employee's  pension  rights  and  raise  the  employ- 
er's pension  costs.  On  the  particular  assumptions  used  in  this  calcu- 
lation the  additional  cost  in  terms  of  a  level  percentage  of  employee's 
earnings  would  be  1.3  per  cent. 

Table  24  uses  the  figures  in  Table  23  to  show  the  approximate 
expected  increase  in  cost  to  the  employer  of  changing  the  vesting  rule 
froTi  45  and  10  to  Rule  50  or  Service  5  or  to  other  vesting  rules. 

In  Table  24,  for  example,  we  see  that  the  cost  of  moving  from  a 
vesting  rule  of  45  and  10  to  Service  5  in  a  non-contributory  final 
5-year  plan  with  medium  termination  rates  would  be  an  additional  1.08 
per  cent  of  payroll.  Moving  to  vesting  Rule  50  would  cost  the  same 
employer  an  additional  1.36  per  cent  of  payroll.  The  highest  cost 
to  the  enployer  (2.3  per  cent)  is  generated  by  a  move  to  Rule  45  in 
non-contributory  final  pay  plans  having  high  tenainations,  excepting  of 
course  for  service  1  which  is  almost  immediate  vesting. 

The  following  observations  should  be  noted  fron  Phase  III: 

1.  Total  cost  in  contributory  plans  is  appreciably  greater  than  in 
non-contributory  plans.  This  is  because  anployees  in  contribu- 
tory plans  v^o  do  not  qualify  for  vesting  on  a  job  change  must 
always  receive  the  value  of  their  cwn  contributions. 


58 


CM 


c 

(0 

6 

u 
.Q 


'S 


s 

J? 


c 

(U 

ra  in 
-U     I 


f§ 


CO 

m 


0) 

tn  en 

(D  c 

a  ^ 

u  o 

_  S 

m^  I 

c 


CO 

5 

c 
o 


to     CO 

C    m 
^> 

JO    ^ 
!u 
>i 

a, 

§^ 
c  K 


CO 

U 

C 


c 
(C 

in 

■5 


& 


in 

« 

00 

in 

• 

• 

o 

• 

o 
00 

• 

in 

• 

o 

00 
o 

00 

CM 

-H 

^H 

■-i 

O 

in 

O 

o 

O 

o 

o 

CN 

—1 

--H 

i-H 

• 

CO 

• 

00 
o 

• 

o 

• 

00 

CN 

• 

O 

« 

■-H    fN    CNJ 


rsj 


OJ 


o 

4-1 
X! 


6 


y 


o  -H 

c 
o 
o 


6 


^ 


X! 


O 
-u 

XJ 


6 


CO 

m 

c 

■rH 

4-1 
CO 

> 


O    '.D    isD    VD    00    >^ 

— I  o  cy\  M  ■— I   "^ 

— I    -H    rvj    .— I    CM 


CN  00  in  CM  in  o 

CN    ';*<    ^    00    r^    CM 


^    >X)    O    -^    CN    »^ 

— -  o  "^  t^  r^  in  00 
-u 

c 

OJ 

CJ    kO    CN    'X)    O    00    o 

o  CM  ix>  r^  »*  00 
u 

CU 

■— '  O    O    ^    O    00    ^ 

CN  ON  00  in  o  r^ 


^  o  vo  00  ^  o 
i— I  00  CN  00  a>  IX) 


o 

CN 

in 

CN 

• 

ro 
oo 

• 

o 

• 

in 
>* 

• 

CN 
IX) 

O 

o 

CN 

• 

00 

CNJ 

• 

o 

00 

• 

>X) 
00 

• 

'a' 
O 

• 

oo 
-— 1 

CM 

• 

CM 
CN 

• 

CM 

00 

• 

00    CM    CX)    <*    X)    X> 

■— I  M*  in  x)  in  r^ 


• 

• 

• 

o 

• 

X3 

• 

00 

kO 

r-i 

• 

• 

1/1 

• 

VD 

in 


in 


Q> 

o 

in 

(1) 

Cll 

U 

'O 

in 

»* 

C) 

o 

c 

■r-i 

■r-t 

> 

to 

CU 

a; 

> 

> 

U 

rH 

rH 

U 

u 

CU 

o 

D 

T 

(]> 

(11 

C/J 

"^ 

« 

« 

C/3 

en 

x: 

4J 


CO 

c 

CO 


CU 

c 
c 


CO 

o 


0) 
U 

m 
a 

CU 

u 

a, 


X3 


-U 
CO 

0) 

u 

' — I 
(T3 

:Q 
I 

c 


CO 
CO 


o 

■H 
!u 
(C3 

-U 
C 

O 


CO 

c 
o 

■H 

CO 

c 

;?^ 

Oi 
U-l 

o 

CO 

a 

4-) 

ca 
-p 
c/^ 

cu 


59 


2.  The  cost  to  the  employer  in  contributory  pension  plans  of  the 
career  average  type  is  less  than  half  the  cost  of  a  similar 
non-contributory  plan.  (See  T^ble  23. )  However,  this  does  not 
apply  in  final  S^ear  average  plans,  where  the  employer  cost 
may  be  as  much  as  65  per  cent  of  the  non-contributory  cost. 
In  the  case  of  contributory  career  average  plans  with  high 
termination  rates  the  employer  cost  may  be  negligible. 

3.  Ihe  cost  of  pensions  payable  at  age  60  is  more  than  the  cost  of 
pension  at  age  65,  even  though  the  pensions  are  smaller  because 
of  the  shorter  service. 

4.  Of  the  three  vesting  rules  examined  in  Tables  22  and  23  of 
Phase  III,  Rule  50  (that  is,  vesting  when  years  of  age  plus 
years  of  service  total  50  or  more)  is  generally  more  effective 
in  producing  pensions  and  is  more  expensive  than  vesting  after 
5  years'  service,  which  in  turn  is  better  than  the  present  rule 
of  age  45  and  10  years'    service. 

Effect  of  Inflation  on  Pension  Costs 

Supplementary  valuations  of  pension  cost  were  made  assuming  higher 
and  lower  inflation  than  that  assumed  for  Tables  22  and  23.  High 
inflation  was  2  per  cent  higher  and  low  inflation  1  per  cent  lower 
than  in  the  standard  runs  based  on  the  Commission's  most  probable  as- 
sumptions. These  changes  were  reflected  in  both  interest  rates  and 
wage  increases.  Tables  7,  8  and  9  of  the  Sahin-Balcer  report  show  the 
results  in  considerable  detail  for  the  1  per  cent  career  average  plan,  1 
per  cent  final  5-year  plan,  and  6  per  cent  money-purchase  plan. 

The  general  effect  of  higher  inflation  is  to  lower  the  cost  of 
defined  benefit  pension  plans,  although  money-purchase  plan  costs  are 
unaffected.  (See  Table  25.)  Inflation  also  has  a  much  more  powerful 
effect  on  career  average  plans  than  on  final  5-year  average  plans.  In 
the  former,  inflation  increases  the  gap  between  present  earnings  and 
earnings  on  which  a  vested  deferred  benefit  is  based,  and  between 
current  and  pre-retirement  earnings. 

From  Table  25  it  is  possible  to  derive  approximate  adjustment 
factors  set  out  in  T^ble  26  for  inflation  rates  higher  or  lower  than 
those  initially  assumed.  When  applying  these  factors  it  should  be 
remembered  that  they  represent  changes  in  total  cost.  The  impact  on 
eirployer  costs  will  be  sharply  higher  in  a  contributory  plan  if,  as 
nearly  always  is  the  case,  employees  are  required  to  contribute  at  a 
constant  percentage  of  pay.  In  a  plan  that  is  financed  by  a  total  of  8 
per  cent  of  payroll,  for  example,  with  employees  contributing  at  a  fixed 
rate  of  5  per  cent,  a  17  per  cent  reduction  in  total  cost  -  1.36  per 
cent  of  payroll  -  would  reduce  the  employer's  3  per  cent  share  to  1.64 
per  cent,   for  a  cost  saving  of  45  per  cent. 


60 


in 

I 

in 

CM 

W 
C 

o 

S 


CO 

en 
C 

•H 

c 
u 


0) 

O 

01 

(B 
4J 
C 
0) 

o 

IX, 


0) 

> 


J8 


0) 

-p 

«) 

8 

c 

C) 

■H 

to 

c 

fi) 

a. 

w 

in 

^j 

<M 

0) 

>. 

0) 

C) 

■H 

r— 1 

XJ 

u, 

m 

H 

w 

-U 

5 


o 

4-1 

h3 

O     --H 

-M 

C 

8 


6 


6 


r^  fN  o 

on  00  r-~ 

•  •  • 
00  ro  00 

(M  CN  ^ 

(N  ^3"  <* 

•  •  • 

in  lo  Ln 


O    (N 

"3"   ^ 


£1§ 


C 

o 
u 


& 


6 


fO 


o 

jQ 


& 


6 


6 


c 
o 

-l-l      W 

(a   (u 
c  -u 

•H     rn 

e   yj 

0) 

&-1 


cn 
c 


CM    O    ^ 

o  "^  'a- 


(J\    <Js    O^ 


■>*    VO    CN 
CT\    CM    00 


oo    -^    -^ 


r~-  cN  o 

00    00  (^ 

•  ■  • 

00   00  00 

CN    00  O 

CT\   — I  rvj 

•  •  • 

vD  r^  r~- 

4-1    O    OM  "* 

C    I^    0\  CT\ 

a;     .     .  • 

U      f— I       M  rH 


0)    1^  CM  •<* 

Oj    »X)  CM  CM 

■ —      •  •  • 

O  rH  rH 


o  00  o 

^    00    <Ti 


Ln  LO  un 


r^  CM  o 

00  00  r^ 

•  •  • 

00  00  00 

^3*  "^  O 

CT^  CM  00 

r-^  oc)  0C3 

0^15  0 

r^  C3>  o 

•  •  • 
CM  CM  00 


00  00  1^ 

IX)    00    oo 


r\l   rsi 


^    CM    '^ 

•^    O    O 


IX)  r--  r^ 


3    S    3 

SS3 


o  Ln 

q;  o 

Xi  O  If) 

c  -H 

13  >  OJ 

Ln  0)  3 

'S"  en  K 


00  00  Ln 

•^    rH    CM 


CM    00    00 


^  00  00 

rH      Ln      V£) 


00    00    00 


"^    O    CM 

og  vo  r- 


v£)  rsj  o 

O    00    -H 


vD  vo  r^ 


x>  o  o 
O   1^   o 


00    oo    •<* 


00  00  in 

■^      rH      CM 


CM    00    00 


rvj   "^   OM 

■sT      iTl      rH 


'a"  •^  Ln 


"*    CM    O 

00    00    o 


IX)    "^    CM 

CM    rn    1X5 


r^  00  00 


VD    O    CM 

rH      rH      '3' 


"^  in  Ln 


00    00    LO 

^      ^      rH 


rsl    ro    CO 


VX)    O    'a- 

^  00  o 


Ln  in  v^ 


00    ^    CO 
O    VX)    00 


OM    CM    rsl 


CM   rsl  o 

O    00    1X> 


00    CT\    Ol 


OS]    00    O 

cr\  o  "^ 


^  so  vo 


a;   (6 


0 


o  Ln 


c 

(T3 

LO 


<U  O 

u  Ln 

•H 

>  (U 


Osl  CM  CM 

in  00  ^ 

•  •  • 

■H  CM  rsi 

o  o  00 

vD  rH  00 

•  •  • 

^H  CN  rsl 

o  «;»•  rsl 

■H  Ln  c» 


00  •>*  00 

in  in  rH 


OO     T     LO 


O    iX>    CM 

o  00  Ln 


CM  osi  ro 


CM  <N  osl 

in  00  ^ 

•  •  • 

^  CM  CM 

Osl  00  O 

•^  O  LO 

•  •  • 
Cs)  C>0  00 

^  <^  '^ 

30  <*  00 


CM    •<a<    O 

00    <D    'a- 


^  Ln  'XJ 


r-  o   XI 

CM    (Ti    s£> 


CM    00    "^ 


CM    CM    CM 

Ln  ro  "^ 


rH  rsl   Osl 


O    CM    >* 
cTi  r^  CM 


rsj  00  "^ 


o  rsl   1X5 
00  o  Ln 


M  rsl  rsj 


o   ^  o 
00  00   rsl 


^  X5  r^ 


O  'S'  o 

Osl  x)  Ln 

•  •  • 

00  "^  Ln 


x;  x:  x; 
cr>  CT>   Di 

■H    -H    -H 

a:  X  X 


o  in 


c 
Ln 


OJ  o 

U  LO 
■H 

>  0) 

i-i  -H 

CO  « 


U 

a 

OJ 


(T3 
4-1 


4-1 
id 

u 

rH 

CO 
CQ 
I 

C 

■H 

-C 
CO 
CO 


13 
4-) 


c 
o 

■H 

c 

o 

a 

4-1 
CD 
4-1 

01 


g 

c 
o 

•H 

to 

tn     • 

-H    -73 

S    ij 
E     13 

sg 

13     0) 
>i    U 

K     (U 
U 
0)     D 

^^3 


0) 

u 
o 

CO 


61 


The  definite  advantage  of  high  inflation  rates  to  employers  with 
career  average  plans  that  are  not  upgraded  has  already  been  noted. 

Table  26 

Approximate  Adjustment   to  Total   Pension  Costs    for  Higher   and    Lower 

Inflation 

Non-contributory      Contributory 
Career     Final     Career     Final 

average    5-year    average    5-year 

(Per  cent) 
2  per  cent  higher  inflation       -27      -18       -17      -13 
1  per  cent  lower  inflation        +19      +11       +11       +8 

Source  The  Itoyal  Commission  on  the  Status  of  Pensions  in  Ontario, 
Sahin-Balcer  study,  table  prepared  by  Laurence  Coward. 

Effect  on  Pension  Costs  of  an  Increase  in  the  Real  Rate  of  Return  on 
Investments 

Additional  tests  of  the  model  used  real  rates  of  investment  re- 
turn .6  higher  than  those  adopted  by  the  Commission  for  its  economic 
assumptions  throughout  the  report.  The  results  show  that  a  higher  real 
return  would  decrease  employer  cost  significantly  in  defined  benefit 
plans  but  only  slightly  in  money-purchase  plans.  The  decrease  in  cost 
for  contributory  defined  benefit  plans  could  be  substantial,  since  in 
extreme  cases  the  employee's  contribution  will  pay  for  the  v\iiole  of  the 
benefit.  This  position  arises  in  part  because  the  interest  credited  on 
contribution  refunds  for  employees  \fho  leave  without  vested  pensions  is 
at  a  lower  rate  than  the  interest  earned  by  the  pension  fund.  Detailed 
results  showing  the  effect  of  a  higher  investment  yield  can  be  found  in 
Table  10  of  the  Sahin-Balcer  report. 

Conclusions 

The  foregoing  outlines  the  more  salient  features  of  the  Sahin- 
Balcer  study.  Ihe  reader  is  urged  to  read  the  whole  study  carefully 
because  its  approach  is  novel  and  its  conclusions  of  importance  to  the 
future  of  pensions  in  Ontario.  The  novelty  consists  in  the  attention 
given  to  the  interaction  of  plan  design  and  vesting  rules  from  different 
viewpoints.  As  pointed  out  in  the  study,  the  employer  is  concerned 
primarily  with  the  magnitude  and  predictability  of  pension  cost,  while 
the  employee  is  concerned  with  the  existence  and  value  of  the  pension 
benefit.  Government  has  an  intermediate  concern  -  the  determination  of 
rules  that  will  provide  an  equitable  distribution  of  pension  benefits 
over  all  anployees,  and  at  a  cost  vAiich  will  not  discourage  the  develq?- 
ment  and  continuance  of  employment  pension  plans.  The  study  also  shows 
that  any  one  vesting  rule  will  have  different  effects  on  different  plan 
designs,  so  that  more  than  one  vesting  rule  might  be  appropriate.  The 
comments  tliat  follow  are  based  on  the  results  of  the  analysis  shown  in 
the  tables  and  figures  in  the  study. 
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Effect  of  Plan  Design 

In  Table  27,  from  the  Sahin-Balcer  report  (Table  11),  different 
plan  designs  are  evaluated  as  they  affect  various  factors  and  from 
different  points  of  view.  It  will  be  a  useful  tool  in  considering 
policy  changes.  Ranking  has  been  attempted  in  order  to  illustrate  how 
the  survey  results  may  be  used  in  arriving  at  judgments  that  take  into 
acount  those  interactions  we  consider  most  relevant. 

Keeping  this  analysis  in  mind,  we  assess  the  effects  of  changing 
the  vesting  rules  for  the  several  plan  designs. 

Effect  of  the  Vesting  Rules 

This  assessment  covers  the  value  of  the  benefit  to  the  employee, 
equality  in  distribution  of  benefits  among  onployees,  and  the  effect  on 
total  cost  and  employer's  cost.  Three  tables  follcw,  one  for  each  plan 
design,  showing  the  ratios  for  benefit,  cost,  and  equality  -  first  in 
relation  to  the  existing  45  and  10  vesting  rule  and  secondly  in  relation 
to  immediate  vesting  (Service  1).  Ihe  Gini  Coefficient  Index  referred 
to  in  the  tables  represents  the  equality  of  distribution  of  benefits 
over  the  group  of  onployees.  In  Table  28  for  example,  where  45  and  10 
is  shown  as  1.00,  all  other  rules  are  less  than  1  which  means  that  all 
create  more  equal  distribution  of  benefits  than  45  and  10,  with  the 
lowest  .10  for  Service  1,  low  terminations,  being  the  best  or  most  even 
in  distribution  of  benefits.  Under  the  same  heading  the  bracketed 
figures  show  Service  1  as  the  most  equitable  at  1.00  and  all  other  rules 
increasingly  less  equitable,  reaching  10.00  for  45  and  10  with  low 
terminations. 

The  Sahin-Balcer  study  draws  the  following  inferences  from  these 
tables : 

1.  Liberalizing  the  vesting  rule  will  have  a  greater  impact  on 
career  average  plans  than  on  final  average  plans  (compare 
Tables  28  and  29). 

2.  Liberalizing  of  vesting  will  have  a  greater  impact  where  termi- 
nation rates  are  highest,   for  all  plans. 

3.  Removing  the  age  requirement  from  45  and  10,  e.g.,  changing 
to  Service  10,  will  make  only  a  marginal  improvement  in  cost, 
benefits  and  distribution  in  defined  benefit  plans.  The  effect 
hov/ever  is  much  more  marked  in  money-purchase  plans  (see  Table 
30). 

4.  For  defined  benefit  plans,  40  and  5  or  Service  5  would  produce 
about  the  same  results,  with  Service  5  only  marginally  better 
in  nearly  all  cases.  Service  5  performs  better  than  40  and  5 
for  money-purchase  plans. 
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5.  For  defined  benefit  plans.  Rule  50  and  Rule  4  5  produce  better 
results  than  40  and  5  or  Service  5,  with  Rule  45  only  slightly 
better  than  Rule  50.  It  is  interesting  to  note  how  close  the 
impact  of  Rule  45  ccmes  to  immediate  vesting  (Service  1).  The 
variance  between  the  last  two  rules,  however  is  much  greater 
for  money-purchase  plans.  The  largest  variances  among  the 
rules  for  each  plan  design  occur  with  high  terminations. 

For  money-purchase  plans  it  is  clear  that  the  best  course  would  be 
to  remove  any  age  qualification  for  vesting.  This  would  mean  that  vest- 
ing could  occur  at  very  early  ages,  and  if  locking-in  were  simultaneous, 
the  monies  wDuld  be  locked- in  at  very  early  ages.  In  a  money-purchase 
plan  this  is  especially  advantageous;  since  interest  on  locked-in  monies 
will  move  up  with  inflation,  terminated  employees  will  not  suffer  as 
they  now  do  in  defined  benefit  plans,  particularly  in  career  average 
plans  that  are  not  updated. 

For  defined  benefit  plans  the  use  of  40  and  5  could  be  preferable 
to  service  5  to  avoid  the  locking-in  of  employee  contributions  at  early 
ages.  Rule  45,  which  is  closer  to  immediate  vesting,  also  minimizes  the 
problem  of  locking-in;   it  is  also  more  costly. 

From  the  analysis  therefore,  the  best  approach  would  seem  to  be  the 
adoption  of  one  rule  for  defined  benefit  plans  and  another  for  money- 
purchase  plans.  Comparability  of  rules  would  suggest  the  following 
options: 


CA 5Y MP 

Present  vesting  rule  45  and  10  45  and  10  45  and  10 

Improved  vesting  rule  40  and  5  45  and  10  Service  5 

Immediate  vesting  Rule  45  Rule  45  Service  1 


However  the  Commission  sees  the  adoption  of  more  than  one  vesting 
rule  as  too  confusing  and  cumbersome.  If  so,  then  the  study  suggests 
that  the  choice  should  be  a  service  rule  without  age  qualifications. 
This  wDuld  improve  the  delivery  of  pension  from  money-purchase  plans 
slightly  more  than  for  defined  benefit  plans  but  would  be  beneficial 
for  all  types  of  plans.  The  locking-in  problem,  which  is  accentuated 
in  defined  benefit  plans  when  the  age  qualification  is  removed,  is 
discussed  below. 

The  adoption  of  a  sum  rule  such  as  Rule  4  5  would  have  the  effect 
of  vesting  benefits  immediately  for  all  those  aged  44  and  over  (assuming 
a  one  year  eligibility  provision).  This  is  a  desirable  result  for 
the  protection  of  those  who  are  at  the  point  when  time  is  running  out 
for  accruing  a  reasonable  pension  before  retiranent.  On  the  other  hand 
it  WDuld  greatly   increase    the   cost  of   hiring   an   older  worker   for   an 
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employer  with  a  defined  loenefit  plan,  and  the  Commission  is  concerned 
that  legislation  to  obtain  pension  entitlement  should  not  threaten 
the  ability  of  older  workers  to  obtain  jobs.  The  sum  rule  also  means 
that  a  younger  employee  would  have  to  work  for  longer  periods  before 
achieving  any  vested  benefits  even  though  in  the  younger  years  job 
mobility  is  greater  than  for  those  at  the  older  ages.  For  example,  a  35 
year  old  would  have  had  to  start  at  age  25  to  accrue  the  10  years' 
service  required  for  vesting.  Eligibility  rules  often  provide  that 
membership  in  the  plan  is  not  available  to  those  under  30;  in  such  a 
plan  the  earliest  age  at  v\4iich  the  Rule  45  vesting  condition  could  be 
fulfilled  vvould  be  between  age  37  and  38  with  7  or  8  years'  service. 
While  a  sum  rule  is  attractive  for  defined  benefit  plans  in  the  Sahin 
analysis,  the  Conmission  prefers  to  achieve  a  reasonable  balance  be- 
tween the  needs  of  younger  and  older  workers.  Therefore,  it  favours 
a  vesting  rule  based  on  service  alone.  The  number  of  years'  service 
to  be  required  depends  on  which  of  the  Commission's  recommendations 
for  the  overall  structure  of  the  employment  pension  plan  is  implemented: 
10  years  of  service  or  membership  if  the  proposed  mandatory  plan  is 
adopted;  otherwise,  5  years.  Full  details  of  these  alternatives  are  set 
out  in  Chapter  12,  "Recommendations  for  Employment  Pension  Design." 


LOCKING-IN 

As  noted  by  the  Committee  on  Portable  Pensions,  a  dilemma  becomes 
apparent  in  the  task  of  relating  employee  contributions  to  any  vesting 
standard.  If  the  objective  of  improved  vesting  is  to  preserve  people's 
pension  entitlement  in  the  form  of  a  deferred  benefit,  it  might  seem 
immaterial  at  first  glance  to  distinguish  between  the  employer-purchased 
and  employee-purchased  portions.  Just  as  it  is  essential  to  "lock- in" 
employer  money,  so  it  is  necessary  to  curtail  the  right  of  a  terminating 
employee  to  withdraw  cash  and  thereby  forfeit  all  or  part  of  the  right 
to  a  pension  at  retirement  age.  At  the  same  time,  it  is  clear  that  many 
employees  regard  their  contributions  as  personal  savings  which  they 
should  have  the  right  to  use  as  they  see  fit  -  especially  if  they  are 
leaving  a  particular  employer  and  pension  plan.  The  policy  dilemma  is 
aggravated  by  the  realization  that  younger  employees  in  contributory 
defined  benefit  plans  may  in  fact  receive  no  benefit  apart  from  the 
value  of  their  own  locked- in  contributions;  that  is,  their  benefits 
involve  no  employer  contributions  and  hence  no  vesting  in  the  usual 
sense . 

The  present  vesting  rule  in  tiie  Ontario  Pension  Benefits  Act  cre- 
ates a  right  in  a  terminated  employee  v^*^o  is  at  least  age  45  and  has  10 
years'  continuous  service  with  the  employer  or  10  years'  membership  in 
the  plan  to  a  deferred  life  annuity  at  normal  retirement  age  under  the 
plan,  based  on  pension  credits  earned  to  the  date  of  termination.   When 
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the  anployee  has  made   contributions  under   the   pension  plan,    the   act 
prohibits  the  withdrawal  of  these  contributions  except 

(i)  where  tlie  anployee  has  not  yet  fulfilled  the  conaitions  lor 
entitlement  to  a  deferred  life  annuity,  i.e.,  is  not  at  least 
age  45  witli  10  years'   service  or  membership  in  the  plan; 

(ii)  where  the  vested  employee  elects,  and  where  the  pension 
plan  permits,  prior  to  normal  retirement  defined  by  the 
plan,  to  take  as  a  lump  sum  an  amount  not  exceeding  25  per 
cent  of  the  commuted  value  of  the  deferred  life  annuity  to 
which  he  is  entitled  by  the  vesting  rule.  This  means  that, 
except  for  the  right  to  commute  25  per  cent  on  termination, 
once  an  employee  is  vested  by  the  45  and  10  rule  his  or  her 
contributions  are  "locked   in. "(28) 

Locked-in  contributions  must  remain  in  the  employer's  pension 
plan  with  one  exception.  The  plan  may  permit  the  employee  to  have 
his  or  her  pension  benefit  credit  (i.e.,  the  monies  required  to  provide 
the  deferred  life  annuity)  transferred  to  another  pension  plan,  an 
insurance  conpany,  or  a  registered  retirement  savings  plan,  provided 
that  the  monies  so  transferred  cannot  be  used  for  any  purpose  other  than 
a  deferred  life  annuity.    (0.   Reg.   654,   sec.    16) 

Also  in  operation  is  a  non-statutory  locking-in  created  by  the 
design  of  some  pension  plans.  Ihe  act  permits  a  plan  to  provide  vesting 
or  locking-in  at  any  earlier  age  or  with  less  service  than  the  statutory 
rule  requires.  In  practice,  any  such  provision  -  except  in  a  non- 
contributory  plan  -  usually  is  in  the  form  of  "contingent"  vesting. 
That  is,  a  terminating  employee  vho  qualifies  will  be  given  the  promise 
of  a  deferred  pension  only  if  that  person's  own  contributions  are  not 
withdrawn. 

In  a  contributory  plan  that  provides  contingent  vesting,  a  ter- 
minating employee  may  be  entitled  to  one  of  three  possible  types  of 
benefit:  statutory  vesting,  contingent  vesting,  or  a  refund  of  employee 
contributions.  In  a  non-contributory  plan,  vesting  will  be  at  least  the 
statutory  minimum,  and  may  be  more  generous;  in  any  case  it  will  not  be 
"contingent."  Ihe  operation  of  vesting  in  a  contributory  plan  may  be 
illustrated  by  means  of  three  hypothetical  employees,  each  terminating 
enployment  at  a  different  age  and  with  different  periods  of  continuous 
service.  In  these  examples  we  assume  a  money-purchase  plan  with  match- 
ing enployer  and  employee  contributions.  Full  vesting  is  provided  on  a 
contingent  basis,   after  5  years'   service  and  without  regard  to  age: 

Case  1 

A  terminates  employment  at  age  47,  having  worked  for  12  years  with 
the  employer.    By  law  the  employee  is  entitled  to  a  deferred  life 
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annuity  in  the  amount  which  can  be  purchased  by  the  total  contributions 
of  errployer  and  employee,  with  accrued  interest,  payable  at  normal 
retirement  age  under  the  plan.  Subject  to  the  exceptions  already  men- 
tioned, the  contributions  are  locked-in  and  used  to  provide  a  life 
annuity  at  retirement  age. 

Case  2 

B  terminates  employment  at  age  43,  having  vvorked  for  5  years  with 
the  onployer.  The  statutory  45  and  10  rule  does  not  apply;  but  B 
has  sufficient  service  for  contingent  vesting  under  the  plan  -  that 
is,  a  deferred  life  annuity  fron  both  his  or  her  own  and  tiie  employer's 
contributions  on  retirement  provided  the  employee's  contributions  are 
not  withdrav/n.  If  cash  withdrawal  is  tlie  choice,  tlie  employee  forfeits 
the  right  to  any  benefit  from  the  employer's  contributions.  The  act 
does  not  operate  to  lock-in  the  employee's  contributions  because  he 
or  she  has  not  yet  fulfilled  the  statutory  conditions;  but  in  order 
to  benefit  fran  vesting  under  the  terms  of  the  plan,  the  person  must 
"lock-in"  his  or  her  own  contributions.  In  other  words,  the  right  to 
any  benefit  fran  the  employer's  contributions  is  "contingent"  on  the 
voluntary  locking-in  of  employee  contributions. 

Case  3 

C  terminates  erriployment  at  age  32,  having  worked  for  3  years  with 
the  aiiployer,  and  is  not  entitled  to  a  deferred  life  annuity  either 
under  the  act  or  the  plan.  Ihis  anployee's  contributions  will  be  re- 
funded (with  or  without  interest) ,  but  there  will  be  no  benefit  from  the 
employer's  contributions. 

These  examples,  apart  fron  illustrating  the  three  general  degrees 
of  vesting,  serve  to  deiiranstrate  that  a  money-purchase  plan  gives  the 
employee  a  clear  picture  of  what  is  vested,  wiat  is  locked-in,  and  what 
will  be  forfeited  if  the  employee's  contributions  are  withdrawn  from 
the  plan.  In  a  defined  benefit  plan,  on  the  other  hand,  the  employee 
usually  has  no  idea  how  much  employer  money  (if  any)  is  involved  in 
providing  the  "vested"  pension  or  stands  to  be  forfeited  if  the  indi- 
vidual chooses  a  lump  sum  settlement.  In  defined  benefit  plans  this 
lack  of  information  in  itself  is  sufficient  reason  for  dissatisfaction. 

Before  any  attempt  is  made  to  evaluate  that  dissatisfaction  - 
that  is,  to  judge  v^ether  it  is  well-founded  -  it  is  useful  to  exaiaine 
the  nature  of  defined  benefit  plans,  and  especially  how  their  funding 
differs  from  money-purchase. 

In  all  types  of  plan,  benefits  are  pre-funded;  that  is,  money  is 
paid  into  a  fund  regularly,  accum.ulates  with  compound  interest,  and 
is  available  to  be  paid  out   in  the  form  of   pensions  when  plan  members 
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meet  the  specified  conditions.  In  its  simplest  or  money-purchase  form, 
a  known  amount  of  money  is  contributed  periodically  by  employer  and 
eirployee,  accumulates  interest,  and  creates  a  capital  amount  which  is 
paid  out  as  an  annuity  during  the  person's  retirement  years.  Because  of 
the  compounding  effect,  the  period  of  accumulation  is  vital:  the  longer 
the  period,  the  greater  the  eventual  value  in  relation  to  the  amounts 
contributed.  For  tJiat  reason,  a  given  amount  contributed  at  age  25  and 
invested  at  8  per  cent  will  have  roughly  14  times  the  value  (at  65)  of 
the  same  amount  contributed  at  age  60. 

Precisely  the  same  principle  underlies  the  funding  method  in  a 
defined  benefit  plan;  but  here  it  is  applied  in  reverse.  For  any 
specified  benefit  amount  at  retirement  age,  a  capital  value  can  be 
determined  (using  estimates  of  post-retiranent  interest  and  mortality). 
IVie  current  contribution  then  is  the  amount  which,  when  invested  at 
an  assumed  rate  of  interest,  will  produce  the  desired  capital  amount 
by  the  time  the  member  retires.  Again,  the  period  of  accumulation  is 
crucial;  but  in  this  case  it  is  the  cost  which  varies  according  to  the 
present  age  of  an  employee,  not  the  ainount  of  the  eventual  pansion. 
Accordingly,  using  the  same  figures  as  before  but  transposing  into  a 
defined  benefit  framework,  the  same  retiroTient  benefit  purchased  now  for 
a  person  aged  25  would  cost  roughly  one- fourteenth  as  much  as  the  same 
benefit  purchased  for  someone  aged  60. 

Fran  the  foregoing  it  will  be  clear  that  the  relationship  between 
employee  contributions  (usually  at  a  fixed  rate  of  pay)  and  the  amount 
of  benefit  credited  for  a  given  period  of  service  will  vary  according  to 
present  age  -  or,  more  precisely,  the  number  of  years  to  retiranent  age. 
Similarly,  the  anployer's  cost  varies  -  from  little  or  nothing  for  the 
benefits  of  very  young  employees,  to  a  relatively  high  proportion  for 
older  workers.  (Conversely,  in  a  money-purchase  plan,  both  employee 
and  eirployer  contributions  remain  at  the  same  rate  throughout,  but  the 
rate  of  benefit  accrual  as  a  percentage  of  earnings  decreases  as  the 
eiTployee's  age  increases.) 

Any  discussion  of  vesting  and  locking-in  accordingly  must  take  into 
account  the  relationship  at  various  ages  between  the  value  of  employee 
contributions  and  the  value  of  the  vested  (defined)  benefit.  While  this 
problem  does  not  arise  in  non-contributory  plans,  it  is  common  to  most 
contributory  types.  Its  implications  may  be  seen  in  the  following 
extract  from  a  working  paper  prepared  by  the  federal  Department  of 
Insurance: 

"a)  The  table  below  indicates  the  situation  in  typical  'career 
average'  pension  plans  under  current  economic  conditions  but 
where  no  updating  of  benefits  has  taken  place.  The  interest 
rate  assumed  in  the  calculations  is  6  1/2  per  cent  per  annum 
and  salary  progression  is  5  1/2  per  cent  per  annum. 
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Entry  age 

Einployee 

con- 

Benefit 

of  plan 

tribution 

rate 

level  as  a 

member 

as 

a  per 

cent 

per  cent 

of 

salary 

of  salary 

25 

5.0 

2.0 

35 

5.0 

2.0 

45 

5.0 

2.0 

25 

5.0 

1.5 

35 

5.0 

1.5 

45 

5.0 

1.5 

Age  at  which  the  value  of 
accrued  benefits  is  greater 
than  the  value  of  employee 
contributions  accumulated 
at  6  1/2  per  cent 


62 
55 

47 

after  age  65 

62 

55 


"b)  A  similar  situation  exists  under  'final  average'  pension  plans 
but  the  age  at  which  the  value  of  the  accrued  benefits  is 
greater  than  the  value  of  employee  accumulated  contributions 
will  be  somevvhat  lower  than  in  the  case  of  'career  average' 
plans.  The  table  below  indicates  the  situation  in  a  'final 
5-year  average'  pension  plan  where  the  interest  rate  used  in 
the  valuation  is  6  1/2  per  cent  per  annum  and  the  salary  scale 
is  5  1/2  per  cent  per  annum: 


Entry  age 

Dnployee 

con- 

Benefit 

of  plan 

tribution 

rate 

level  as 

member 

as 

a  per 

cent 

a  per  cent 

of 

salary 

of  salary 

25 

5.0 

2.0 

35 

5.0 

2.0 

45 

5.0 

2.0 

25 

5.0 

1.5 

35 

5.0 

1.5 

45 

5.0 

1.5 

Age  at  which  the  value  of 
accrued  benefits  is  greater 
than  the  value  of  employee 
contributions  accumulated 
at  6  1/2  per  cent 


50 
49 
47 

55 
54 
53 


"c)  As  can  be  seen  from  the  first  table,  under  certain  career 
average  plans,  there  could  be,  in  addition  to  many  locked- in 
terminated  anployees,  also  enployees  reaching  retirement  age, 
for  whom  the  value  of  benefits  is  less  than  the  value  of  their 
contributions." (29) 

It  is  clear  that  any  employee  entitled  to  a  vested  benefit  before 
the  ages  shown  in  the  above  tables  would  actually  have  paid  at  least  the 
entire  cost  of  that  benefit.  Most  employees  terminating  under  the 
conditions  illustrated  would  have  purchased  more  than  the  value  of  their 
entitlement.  To  prevent  that  occurrence,  the  Pension  Benefits  Act 
was  amended  in  1973  to  stipulate  that  the  pension  benefit  credit  of 
a  terminating  employee  must  be  at  least  equal  to  the  value  of  that 
person's  contributions. 
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Regardless  of  who  is  paying  for  the  pension,  employee  or  employer, 
locking-in  means  a  disadvantage  to  the  locked-in  terminated  employee  in 
both  career  average  and  final  average  plans,  especially  in  the  latter. 
With  inflation,  both  salary  scales  and  nominal  interest  rates  will  rise 
sharply,  but  benefits  earned  by  the  terminated  employee  in  terms  of 
the  pension  promised  do  not.  Therefore  in  many  cases  it  would  be 
to  the  advantage  of  a  terminated  employee  to  take  out  his  or  her  own 
contributions  and  invest  them  elsevi^ere,  even  if  it  meant  forfeiting  any 
right  to  the  employer's  contributions.  Once  locking- in  applies  this 
cannot  be  done  except  by  transfer  as  described  above. 

The  debate  over  locking- in  often  turns  on  the  degree  of  paternalism 
required  to  ensure  that  people  receive  pensions  at  the  end  of  their 
working  lives.  If  cash  is  available  at  termination,  will  it  be  spent  on 
short-term  satisfactions,  reinvested  in  long-term  capital  acquisitions 
such  as  housing,  or  put  into  an  alternative  retirement  income  vehicle? 
If  it  is  true  over  long  periods  and  in  various  economic  conditions 
that  employees  could  do  better  by  investing  their  contributions  else- 
where than  in  the  pension  plans  of  former  employers,  the  rationale  for 
locking- in  becomes  tenuous  indeed.  It  is  natural  for  employees  to 
canpare  the  situation  under  contributory  pension  plans  with  that  under 
py^Ps  and  Deferred  Profit  Sharing  Plans,  where  the  only  obstacles  to 
removing  cash  fron  the  plans  are  the  income  tax  consequences.  Recent 
amendments  to  the  Income  Tax  Act,  allowing  more  flexibility  in  the 
disposition  of  RRSP  accumulations,  serve  to  underline  the  disparities. 
Registered  pension  plans  provide  only  one  form  of  benefit  -  a  life 
annuity  -  regardless  of  the  requirements  of  the  individual  pensioner. 
Ihese  facts  may  be  viewed  in  the  light  of  a  general  feeling  that  one 
should  be  able  to  control  one's  own  money. 

Tne  experience  of  the  United  Church  of  Canada  pension  plan  is 
probably  typical  of  many  plans. (30)  The  plan  provides  for  full  vesting 
after  5  years  of  pensionable  service,  but  entitla^nent  to  the  employer's 
contributions  in  the  form  of  a  pension  benefit  is  contingent  on  the 
enployee's  leaving  in  his  or  her  own  contributions.  The  plan  has  a 
career  average  formula.  An  analysis  of  terminations  under  the  plan  in 
1976  showed   the  following: 


Number  of  terminations  of  membership  in  1976  116 

Number  required  to  receive  a  cash  return  of  their 

contributions  because  they  had  no  vesting. 

(terminated  before  conpleting  5  years  service) 
Balance  entitled  to  deferred  pension  credits 
Members  locked-in  under  provincial  legislation 
Balance  of  members  with  a  choice  of  cash  or 

deferred  pension 
Number  electing  cash 
Number  electing  deferred  pension 


75 


60 

56 

16 

40 

19 

(48%) 

21 

(52%) 

statistics  for  the  Hospitals  of  Ontario  Pension  Plan  in  1976  and 
1977  showed  nearly  100  per  cent  of  terminated  employees  electing  cash 
withdrawal.  TWo  hundred  and  ninety-three  took  cash  out  of  301  termina- 
tions.     In  general  this  plan  covers  low-paid,  highly  mobile  workers. (31) 

In  discussing  the  question  of  improvements  for  terminated  members, 
the  United  Church  asserted  that  "considerations  of  individual  equity 
give  way  to  consideration  of  sharing  for  the  good  of  the  whole  member- 
ship of  the  plan."  A  possible  answer  would  be  to  restructure  pension 
plans  to  provide  a  money-purchase  formula  for  employer  contributions. 
"However,"  the  brief  continues,  "the  effect  of  this  restructuring  trans- 
fers some  of  the  employer  resource  from  continuing  members  to  termi- 
nating members  \*ich  might  be  viewed  with  disfavour  by  the  membership 
unless  there  was  a  coincident  increase  in  anployer  contribution  to  the 
plan." (32) 

Fran  briefs  and  oral  submissions,  the  Commission  found  a  general 
desire  on  the  part  of  employers,  most  professionals  in  the  pension 
industry,  unions,  and  women's  groups  for  locking-in  to  occur  simultane- 
ously with  vesting,  and  for  both  to  apply  at  an  earlier  time  than  is  now 
required  under  the  Pension  Benefits  Act.  Some  desired  immediate  vesting 
and  immediate  locking-in  regardless  of  age  or  service.  Against  this 
general  cpinion  was  the  evidence  of  several  people  in  the  younger  age 
group  v*io  were  opposed  to  any  locking-in  of  employee  contributions,  and 
the  brief  of  William  M.  Mercer  Limited  which  also  recommended  that  the 
"locking-in"  provision  be  eliminated.     Ihe  brief  stated: 

"Ihe  present  'locking-in'  of  employee  contributions  is  inconsistent 
with  the  position  held  by  non-contributory  pension  plans  and  diffi- 
cult to  defend  in  the  case  of  younger  employees  who  may  be  entitled 
to  a  vested  benefit  of  no  greater  value  than  their  own  accumulated 
contributions. "(33) 

If  the  concept  of  locking-in  of  employees'  contributions  is  to  be 
retained  on  the  ground  that  pension  design  must  provide  pensions  at  the 
end  of  a  person's  worklife  rather  than  small  sums  of  cash  accumulated 
after  short  service  with  several  employers,  the  following  matters  have 
to  be  resolved: 

1.  At  younger  ages  only  the  employee's  money  is  locked- in  to 
provide  the  pension  benefit  and  the  employer  pays  nothing  for 
the  employee. 

2.  Ihe  employee's  money  remains  in  the  pension  fund  and  could  be 
subject  to  loss  on  wind-up  in  some  circumstances. 

3.  Improvements  of  benefits  v*iich  may  result  from  higher  nominal 
interest  rates  are  seldon  (if  ever)  applied  to  the  benefit  of 
terminated  employees,  even  though  the  higher  rates  of  interest 
are  being  earned  on  the  terminated  employee's  money. 
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4.  Individuals  desire  nore  options  for  the  use  of  their  own  funds, 
especially  if  they  think  they  could  do  better  by  choosing  an 
investment  vehicle  outside  the  pension  plan. 

5.  There  are  both  real  and  perceived  inequities  in  contributory 
pension  plans  as  ccmpared  with  non-contributory  plans,  RRSPs, 
and  Deferred  Profit  Sharing  Plans. 


THE  COMMISSION'S  PROPOSALS 

Tne  Conmission  presents  two  proposals  to  deal  with  the  questions  of 
portability,  vesting,  and  locking-in.  The  first  proposal  also  deals 
witli  extending  coverage  for  anployment  pension  plans. 

The  first  proposal  is  for  a  mandatory  employment  pension  plan 
covering  a  work- force  identical  with  that  of  the  Canada  Pension  Plan, 
(i.e.,  97  per  cent  of  the  work-force  in  Ontario)  designed  on  a  money- 
purchase  basis,  to  create  a  fully  portable  pension  up  to  levels  related 
to  the  Average  Industrial  Wage  at  the  time  of  retiranent.  This  proposal 
is  explained  in  Chapter  12,  "Recommendations  for  Employment  Pension 
Design." 

The  second  proposal  consists  of  reconmendations  dealing  with  vest- 
ing and  locking-in,  designed  to  alleviate  some  of  the  shortcomings  of 
existing  employment  pension  plans.  This  proposal  seeks  to  improve 
portability  through  improvement  of  the  vesting  rule,  in  recognition  of 
emerging  job  mobility  patterns  in  business  and  industry.  By  itself, 
this  proposal  is  not  addressed  to  the  problem  of  coverage;  whether  plans 
are  established  or  maintained  is  assumed  to  continue  to  be  a  matter 
for  voluntary  decisions.  The  Commission  has  recommended  a  move  to  a 
ten-year  service  rule  for  all  employment  pension  plans  if  the  mandatory 
plan  is  adopted,  and  to  a  five-year  service  rule  if  the  mandatory  plan 
is  not  adopted.  However  even  if  there  is  no  change  to  the  vesting 
rule,  and  V(*iether  or  not  the  mandatory  plan  is  adopted,  the  Commission 
proposes  certain  changes  in  the  rights  of  employees  on  termination 
to  deal  with  the  existing  problems  arising  from  locking-in  and  the 
preservation  of  pension  rights  in  existing  pension  plans. 

In  treating  the  two  proposals  separately  the  Commission  does  not 
intend  to  suggest  that  they  are  mutually  exclusive.  On  the  contrary, 
certain  aspects  of  our  recommendations  on  portability  are  complementary 
to  those  dealing  with  extension  of  coverage.  In  any  case  we  recommend 
certain  immediate  steps  to  deal  with  the  preservation  of  rights  in 
existing  pension  plans.  If  the  mandatory  plan  were  put  into  place 
immediately  as  the  Conmission  advocates,  it  would  be  possible  to  enter- 
tain somewhat  less  extensive  vesting  improvements  for  benefits  above  the 
level  provided  in  the  mandatory  plan,  but  some  changes  in  vesting  and 
locking-in  are  essential  in  any  event. 
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RECQMMENmTIONS   FOR  RIGHTS   ONI  TERMINATION 

The  vesting  rule  affords  a  measure  of  protection  for  the  termi- 
nating anployee  by  protecting  pension  credits  earned  to  the  date  of 
termination.  The  Commission  agrees  that  an  extension  of  protection  to 
more  vvorkers  through  earlier  vesting  would  be  beneficial.  By  itself, 
however,  earlier  vesting  is  not  enough.  Therefore,  even  if  the  vesting 
rule  is  not  changed  fron  the  present  rule  of  age  45  with  10  years'  ser- 
vice, the  Commission  recamiends  that  rights  on  termination  be  governed 
by  the  following  principles  vvtiich  should  be  incorporated  in  the  Pension 
Benefits  Act.  Ihe  recaranendations  are  for  minimum  standards  only;  a 
plan  could  provide  better  terms  than  those  required  by  law. 

Termination  Before  Vesting 
Contributory  Plans 

The  employee  is  entitled  to  the  return  of  his  or  her  own  con- 
tributions with  interest  calculated  at  one  per  cent  below  the  annualized 
rate  paid  by  Canadian  chartered  banks  on  non-chequing  accounts,  and 
conpounded  annually.  The  employee  is  not  entitled  to  anything  in 
addition  from  the  employer's  contributions. 

Non-Contributory  Plan 

The  employee  is  not  entitled  to  any  payment  from  the  employer 
contributions. 

At  present,  v\*iether  a  terminating  employee  receives  interest  on 
his  or  her  contributions  depends  on  the  terms  of  the  plan.  It  is  not 
unconmon  for  onployees  to  receive  no  interest.  When  interest  is  paid  it 
is  often  at  a  very  low  rate  and  may  not  be  compounded.  In  times  of  high 
interest  rates  employees  see  these  provisions  as  a  great  injustice.  To 
require  interest  at  the  amount  a  person  could  get  by  depositing  funds  in 
the  banks  will  mean  an  additional  cost  to  the  employer,  but  not  one  that 
will  jeopardize  the  rights  of  active  employees  whose  monies  remain  in 
the  pension  fund. 

Termination  After  Vesting 

Contributory  Defined  Benefit  Plan 

(i)  The  value  of  the  accrued  pension  to  date  of  termination,    in- 

cluding  improvements  to  the  extent   funded,    is    to   be  determined 
either 

a)  by  establishing  the  cost  of  an  equivalent  insurance  company 
annuity  payable  at  the  normal  retirement  age  under  the  plan 
for  life  with  no  guaranteed  term,  at  the  best  rate  generally 
obtainable  at  the  date  of  termination;  or 
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b)  by  computing  the  cost  of  the  benefit  using  an  interest  rate 
or  range  of  rates  set  or  approved  by  the  Pension  Commission 
of  Qitario. 

(ii)       Ihe  value  thus  determined   is  then  allocated  as  cost,  half  to  the 
employee  and  half  to  the  employer. 

(iii)     Employee's  Share  of  the  Cost 

Tne  employee's  contributions  with  interest  calculated  at  one  per 
cent  below  the  annualized  rate  paid  by  Canadian  chartered  banks 
on  non-chequing  accounts  and  compounded  annually,  will  be  applied 
against  the  anployee's  share  of  the  cost.  Any  excess  over  the 
employee's  share  of  the  cost  will  be  refunded  to  the  employee  and 
will  be  taxable  in  his  or  her  hands  unless  he  or  she  elects  to 
transfer  it  to  his  or  her  mandatory  plan  account  (if  adopted),  to 
a  regular  RRSP  or  to  his  or  her  new  employer's  pension  plan  (if 
permitted  by  the  new  employer),   as  the  employee  may  decide. 

(iv)   Employer's  Share  of  the  Cost 

Tne  onployer  assumes  the  obligation  of  providing  the  deferred 
life  annuity  for  the  value  of  the  accrued  pension  at  normal 
retirement  age  under  the  plan.  In  this  way  the  employer  is 
not  required  to  pay  out  cash  for  the  employer's  share  of  the 
cost  now  since  this  could  have  adverse  effects  on  the  liquidity 
and  solvency  of  the  fund  if  there  were  many  terminations.  The 
employer  is  obliged  to  bear  at  least  one-half  of  the  cost  in  the 
long  run. 

(v)  The  value  of  the  accrued  pension  is  locked-in,  subject  to  the 
right  of  a  terminating  employee  to  elect  to  receive  the  commuted 
value  of  the  deferred  life  annuity  where  the  amount  of  benefit 
payable  at  normal  retirement  under  the  terms  of  the  plan  is  less 
than  $25  per  month  or  such  other  minimal  amount  as  may  be  set 
by  regulation  from  time  to  time.  This  option  should  be  made 
available  to  the  terminating  employee  regardless  of  the  terms  of 
the  plan;  that  is,  the  act  should  not  (as  at  present)  simply 
permit  the  plan  to  allow  ccmmutation  of  small  amounts. 

The  rationale  for  an  equal  allocation  of  cost  is  a  reflection  of 
the  understanding  of  most  employees  in  contributory  defined  benefit 
plans.  Time  after  time  at  its  hearings,  the  Commission  was  told  that 
the  pension  was  paid  for  by  a  percentage  deducted  from  the  employee's 
wages  and  a  matching  contribution  made  by  the  employer.  Hie  employer's 
guarantee  or  the  anployer's  obligation  to  pay  the  cost  of  pension  at 
retirement  was  understood  by  few  outside  the  pension  industry.  The 
Commission  is  most  concerned  about  the  general  lack  of  comprehension  of 
the  workings  of  a  defined  benefit  plan.  Ihe  layman,  labouring  under  the 
misapprehension  that  contributions   are   "matched,"   would   be   astounded 
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to  see  the  evidence  (in  "Locking-in, "  above)  that  the  employee  alone 
purchases  most  of  the  benefit  in  an  unimproved  career  average  plan.  The 
employee  could  fairly  question  the  ccmpulsion  to  join  a  pension  plan  in 
which  his  or  her  own  money  is  locked-in  at  apparently  low  interest  rates 
when  he  or  she  could  readily  utilize  those  funds  for  an  RRSP  or  the 
purchase  of  a  capital  asset  such  as  a  house  for  long-term  appreciation. 
If  the  defined  benefit  plan  is  not  to  be  abolished  completely,  there 
must  be  sane  move  to  remove  the  inequities  which  are  inherent  in  the 
design.  Ihe  Commission  believes  the  equal  cost  approach  to  vesting 
not  only  represents  the  popular  understanding  of  such  plans,  but  also 
recognizes,  by  requiring  the  employer  to  assume  at  least  an  equal  share 
of  the  cost,  that  pensions  are  a  form  of  "deferred  wages."  For  the 
terminating  onployee,  the  Commission's  approach  removes  the  inequity  of 
making  the  young  employee  pay  for  the  vdiole  or  most  of  the  cost  of  the 
accrued  pension. 

Non-Contributory  Defined  Benefit  Plan 

The  aiiployee  receives  a  deferred  life  annuity  based  on  pension 
credits  accrued  to  termination  as  under  the  current  legislation.  The 
entitlement  is  locked  in  and  is  carried  in  the  onployer's  plan  subject 
to  the  conmutation  provisions  for  pensions  with  minimal  monthly  bene- 
fits. There  are  no  rights  to  transfer  the  pension  benefit  out  of  the 
employer's  plan. 

Contributory  Defined  Contribution  Plans 

The  above  procedures  v/ill  apply  equally  to  defined  contributions 
(money-purchase)  plans,  except  tliat  the  cost  sharing  is  already  estab- 
lished and  no  valuation  need  be  made. 

Right  to  Transfer  Out  of  the  Enployer's  Plan 

Objections  to  locking-in  arise  in  part  fran  the  fact  that  there  is 
no  continuing  link  between  the  terminated  employee  and  the  employer. 
The  terminated  employee  resents  the  fact  that  his  money  remains  in  the 
control  of  an  establishment  with  which  he  was  discontented  or  which  was 
discontented  witli  him.  High  interest  rates  in  the  narket  ccnipared  with 
those  in  the  pension  plan  are  ground  for  more  ill  feeling.  In  addition, 
as  a  worker  acquires  vested  rights  in  several  plans,  the  chances  of 
remembering  wtien  and  where  to  apply  for  the  pensions  decrease  as  time 
and  distance  separate  worker  and  employer.  The  Commission  therefore 
reccmmends  that  the  vested  employee  should  have  the  right  to  transfer 
out  of  the  employer's  pension  fund  the  portion  of  the  benefit,  or  the 
money  equivalent,  representing  his  own  contributions  with  interest. 
There  should  be  no  right  to  transfer  out  the  employer's  half.  In  that 
way,  contributory  and  non-contributory  members  will  be  treated  alike. 
To  maintain  this  equal  treatment  the  employee  in  a  contributory  plan 
should  have  the  right  to  have  the  half  he  or  she  paid  for  in  money 
equivalent  transferred  to: 
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a)  that  person's  account  in  the  minimum  mandatory  plan,  if 
established; 

b)  a  special  locked-in  individual  RRSP; 

c)  the  new  employer's  pension  plan,  provided  that  employer  agrees 
to  accept  tlie  transfer,  and  the  monies  are  locked-in  subject  to 
transfer  into  a)   or  b)  where  applicable. 

In  this  way  the  pension  entitlement  will  be  preserved  through  locking-in 
in  some  form.  The  way  is  also  cpen  to  provide  a  greater  measure  of  true 
portability  if  the  new  employer  can  be  persuaded  to  incorporate  the 
transferred  funds   into  the  benefit  structure  of  the  plan. 

Enployer-purchased  vested  benefits  would  continue  to  be  carried  as 
liabilities  in  the  plan  under  which  they  were  established.  In  this  way, 
excessive  transfers  of  assets  would  be  avoided  and  there  would  be  a 
minimum  of  disruption  of  the  onployer's  pension  planning. 

The  Canmission  sees  no  need  to  preserve  or  extend  the  existing  25 
par  cent  conmutation  provision  in  section  21(4)  of  tlie  Pension  Benefits 
Act.  With  adoption  of  an  equal  cost  sharing  approach  to  the  vested 
benefit  -  and  especially  the  release  to  the  terminating  aiiployee  of  his 
or  her  excess  contributions  -  any  further  commutation  privilege  is 
unneccesary.  If  the  original  purpose  of  the  present  provision  was,  as 
it  appears,  to  allcw  tlie  employer  to  make  some  concession  to  employee 
objections  to  locking-in,  the  proposed  treatment  of  employer  and  em- 
ployee contributions  (in  all  contributory  plans  and  not  only  at  the 
enployer's  option)  would  seem  to  be  a  more  effective  and  equitable 
answer . 

Post-Termination  Improvements 

As  at  present,  the  vested  benefit  would  be  determined  by  the  plan 
provisions  and  other  conditions  as  of  the  date  the  employee  terminates 
employment.  Assuming  no  continuing  connection  with  the  employer,  the 
terminating  onployee  will  not  receive  the  benefit  of  any  subsequent  plan 
improvements.  However,  he  or  she  will  have  the  right  to  transfer  the 
money  equivalent  of  the  anployee-paid  portion  of  the  vested  entitlement 
to  another  pension  vehicle,  and  in  this  way  may  enhance  the  value  of  the 
eventual  retirement  benefit. 

Entitlement  on  Death  Before  Retirement 

The  rights  of  an  anployee  must  be  similarly  protected  in  the  event 
of  death  before  retirement;  but  the  precise  form  of  protection  to  be 
legislated  requires  consideration  of  the  desirability  of  providing 
specifically  for  the  surviving  spouse  (if  any)  or  other  dependents  of 
the  employee.  Accordingly,  the  matter  of  pre-retirement  death  benefits 
is  discussed  under  the  heading,  "Survivor  Benefits,"  in  Chapter  11. 
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The  foregoing  are  recanmendations  on  how  rights  are  to  be  deter- 
mined and  protected  on  termination.  The  proposal  is  the  same  whether 
the  mandatory  plan  is  adopted  and  v^ether  the  vesting  rule  is  changed  or 
remains  at  age  45  and  10  years'  service.  These  recommendations  will 
involve  a  cost  to  employers  even  if  there  is  no  change  in  vesting  rules; 
that  effect  may  be  of  importance  in  deciding  whether  to  improve  the 
vesting  rule  and  vhen  to  do  so. 

Conclusion 

Universality  and  portability  are  goals  of  perfection  for  voluntary 
employer-sponsored  pension  plans.  Achievement  of  these  goals  requires 
rigidity  and  therefore  government  mandating.  Satisfactory  pension  plan 
design  to  suit  many  circumstances  requires  flexibility.  The  vesting 
rule  was  an  attempt  to  reconcile  the  two  positions.  It  has  worked  well 
for  some  since  the  enactment  of  the  Pension  Benefits  Act  in  1965.  The 
vesting  rule  cannot  provide  coverage  viiiere  pension  plans  do  not  exist, 
but  it  can  provide  protection  for  those  in  pension  plans. 

The  Commission  therefore  sees  a  mandatory  pension  plan  as  the 
answer  to  the  problans  of  coverage  and  portability.  Improved  rights  on 
termination  are  a  partial  answer  to  the  portability  problem  alone. 
Once  effective  legislation  has  ensured  both  adequate  pension  coverage 
and  minimum  protection,  supplementary  plans  should  be  encouraged  to 
develop  along  lines  most  suitable  for  individual  employers  and  groups  of 
employees . 


NET  REPLACHVIENT  RATIOS,   ANNUITY  INCOME:      METHODOLOGY 

The  Commission  retained  Coopers  and  Lybrand,  chartered  accountants, 
to  prepare  conparisons  of  net  income  before  and  after  retirement  to 
ascertain  the  ratio  of  post-retirement  to  pre-retirement  net  income  for 
persons  retiring  with  specified  amounts  of  annuity  income  in  1979.  In 
calculating  vhat  we  have  called  "net  replacement  ratios"  the  following 
gross  incone  and  other  assumptions  were  supplied  by  the  Canmission: 

-  Pre-retirement  inccme  in  1978 
Post-retirement  income  in  1979 

Date  of  retirement  was  January  1,    1979 

-  The  family  units  were  one  single  taxpayer  and  a  married  couple. 
Each  of  these  persons  has  a  65th  birthday  on  January  1,    1979. 

-  Pre-retirement  gross  income  (1978)  for  the  single  worker  was 
calculated  at  three  income  levels:  $5,688,  $10,400,  and 
$13,746.  Ihe  same  levels  v^re  used  for  the  married  worker,  with 
no  outside  incone  by  the  non-worker  spouse. 
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Post- retirement  gross  income 

Pre-retirement 

Single  worker 

Married  worker 

gross  income 

-  2  pensioners 

(Dollars) 

(Dollars) 

5,688 

Q?^S 

2,006.52 

4,013.04 

CPP 

1,420.92 

1,420.92 

Annuity (a) 

5,017.20 

5,017.20 

Total 

8,444.64 

10,451.16 

10,400 

QAS 

2,006.52 

4,013.04 

CPP 

2,616.72 

2,616.72 

Annuity (a) 

8,913.12 

8,913.12 

Total 

13,536.36 

15,542.88 

13,746 

CAS 

2,006.52 

4,013.04 

CPP 

2,616.72 

2,616.72 

Annuity (a) 

10,585.56 

10,585.56 

Total 

15,208.80 

17,215.32 

Annuity  amounts  are  based  on  1976  average  contributions  by 
income,  for  Ontario  RRSP  contributors:  $537,  $954,  and 
$1,133  (see  H.  Weitz,  RRSP  study.  Table  12,  in  background 
papers).  Annuities  were  calculated  by  Laurence  Coward, 
assuming  level  contributions  for  25  years  to  age  65  at  8  per 
cent  interest  compounded  annually.  Capital  funds  available 
at  age  65  are  $39,258,  $69,743,  and  $82,829  respectively; 
and   the  monthly  annuities  are  $418.10,    $742,76,   and  $882.12. 


Inflation 


Effects  of  inflation  were  removed  by  expressing  all  amounts  in 
January  1979  dollars.  Ihus,  although  CAS,  CIS,  and  Spouse's  Allowance 
are  indexed  quarterly,  we  assumed  that  the  January  1979  amounts  remained 
the  same.      In  this  way  1978  and  1979  dollars  are  comparable. 

Net  Income 

To  determine  net  incone,  the  accountants  were  instructed  to  apply 
actual  tax  calculations  for  employed  persons  (not  self-employed)  using 
the  applicable  basic  personal  exemptions,  married  exemption,  standard 
medical  exemption,  and  age  exemption. 

OHIP  premiums  of  $228  annually  for  a  single  person  and  $456  an- 
nually for  a  family  v;ere  deducted  from  1978  gross  income.  Premium 
assistance  was  assumed  where  applicable.  OHIP  premiums  were  not  in- 
cluded in  the  1979  figures,  as  persons  over  65  (and  couples  where  one 
spouse  is  65)  are  exempted  fron  making  payments. 
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For  the  calculation  of  property  and  sales  tax  credits  v,/e  assumed 

rent  was  one-third  of  gross  earnings  in  1978.  Rents  were  assumed  to 

be  6  per  cent  higher  in  1979  than  in  1978  in  line  with  rent  control 
regulations. 

Ihe  Unemployment  Insurance  retirement  benefit  was  not  included. 


84 


NOTES 

(1)  Even   with    the    smaller   target  population    for  whom    employment 
pensions  are   traditionally  designed    (excluding   young,    short 
service,    and   part-time   workers)    coverage    is   only    54.4  per   cent 
according    to    Weitz. 

(2)  See   the   Commission's   "Consumer   Survey,"   Table  8. 

(3)  Ibid.,    Table  8. 

(4)  Ibid.,  Table  9  and  original  tabulation. 

(5)  Ibid.,  p.  37. 

(6)  H.    Weitz,    "Contributors   and   Contributions   to    Registered    Retirement 
Savings   Plans   in    Ontario,"    in   Volume  VIII.       Note    that   the   advent 
of    spousal    RRSPs    in    1974   have   no    effect   on    the   distribution   of 
participants  by   sex,    since  it   is  the   contributor  who  obtains  the 
deduction    for    tax   purposes   even   when    the  plan's   owner   is   the 
spouse. 

Ibid. ,    Table  6. 


(7 
(8 
(9 
(10 
(11 
(12 
(13 
(14 
(15 
(16 

(17 

(18 
(19 
(20 

(21 
(22 

(23 
(24 
(25 


Ibid.,  Table  7. 

Ibid.,  Tables    12    and    13. 

Ibid.,  Table    14. 

Ibid.,  Table    14. 

See    the    Commission's    "Consumer    Survey,"    Table   26. 

Ibid. ,  Table  5. 

Ibid.,  Table  7. 

Ibid. ,  Table  6. 

Brief    132,    p.    4,     Samuel    Eckler,    F.S.A.,    F.C.I. A.    of    Eckler,    Brown, 
Segal    and   Company    Ltd. 

See   Volumes  VI    and  VII:       Employment   Pensions   for   Ontario   Public 
Sector   Employees. 

Brief    1,    Canadian   Life    Insurance   Association,    p.    37. 

CLIA,    Report   of    the    Sub-Committee   on    a   Portable   Pension   Project. 

Details   of   a    common  plan    format   are   given    in    Brief    229,    The 
Provincial    Building    and   Construction   Trades   Council    of    Ontario. 

See   Volume  V:       Ontario    and    the   Canada   Pension   Plan. 

Ontario    Committee   on   Portable   Pensions,    First    Report,    February 
1961;    Second    Report,    August    1961. 

Ibid.,    Second    Report,    p.    44. 

Ibid.,    Second    Report,    p.    44. 

Ontario   Public    Service   Employees   Union,    Brief    208,    p.    5. 
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(26)  Ontario    Committee   on   Portable   Pensions,    Second    Report,    p.    44. 

(27)  This   conforms   to    Section   21(4)    of    the    Ontario   Pension    Benefits 
Act. 

(28)  The    Act   does  provide    for  payments   in    the    event   of   mental    or 
physical    disability   in   certain   circumstances    (see    Section  21 (5b) 
and    Section    17    of    Ontario    Regulation  654)    and    specifically    exempts 
the    employee's  voluntary   additional    contributions    (see    Section 

21  (2c)  )  . 

(29)  Federal  Department  of  Insurance,  unpublished  paper. 

(30)  Brief  206,  United  Church  of  Canada. 

(31)  Brief  305,  Ontario  Hospitals  Association. 

(32)  Brief  206,  United  Church  of  Canada,  p.  10. 

(33)  Brief  244. 
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Chapter  9 


Assuring  the  Pension  Promise:  Funding 
Employment  Pensions 


Pension  funding  is  concerned  wit±i  t±ie  setting  aside  of  monies  now 
for  the  payment  in  the  future  of  benefits  promised  under  the  pension 
plan. 

History  records  many  examples  of  employment  pensions  and  insurance 
schemes  tliat  failed  for  lack  of  proper  funding.  It  may  be  tempting  to 
operate  such  plans  on  a  pay-as-you-go  basis,  which  simply  means  paying 
current  claims  out  of  incCTne  witliout  building  up  a  reserve  fund.  This 
method  may  prove  workable  in  some  situations:  for  employees  and  retir- 
ees if  the  enterprise  continues  to  operate  and  pay  benefits  for  as  long 
as  any  entitlements  remain;  for  the  employer  if  the  cost  of  pensions 
does  not  became  excessive  due  to  a  rapid  aging  of  the  work- force. 

In  the  early  days  many  friendly  societies  and  employers  used  a 
pay-as-you-go  system  to  provide  medical  and  death  benefits.  Many 
pension  funds  were  financed  on  the  same  basis.  They  relied  on  the 
stability  of  their  membership  or  work-force.  Unfortunately,  if  the  nura- 
ber  of  contributing  members  or  onployees  declined,  the  cost  per  person 
tended  to  increase.  If  new  entrants  decreased,  the  group  became  older 
on  the  average,  wtiich  led  to  higher  death,  disability,  or  pension  clair.is 
when  fewer  employed  members  were  available  to  support  the  claimants. 
Sharp  increases  in  cost  were  often  the  result,  which  further  reduced  the 
new  entrants  and  headed  the  plan  towards  disaster,  tlie  only  alternative 
being  to  reorganize  ttie  plan  and  cut  back  the  benefits. 

Pay-as-you-go  pension  plans  continued  to  exist  in  Ontario  until 
1965  when  tiie  Pension  Benefits  Act  established  standards  of  solvency. 
Several  other  provinces  have  since  followed  Ontario's  lead,  but  pay-as- 
you-go  is  still  legal  in  four  provinces .( 1 )  However,  most  employers  had 
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realized  the  advantage  of  a  funded  plan  and  the  dangers  of  an  unfunded 
plan  even  before  there  were  any  legal  requirements,  particularly  as 
funding  was  encouraged  by  the  Income  Tax  Act,  which  allowed  employer 
contributions  as  a  deduction  fron  income  for  tax  purposes.  Where  the 
employees  contributed  to  the  plan  tiiere  had  to  be  a  fund  for  their 
contributions,  and  employers  generally  added  to  it  so  as  to  put  the 
funding  on  a  sound  basis.  While  the  funding  was  sometimes  weaker  tlian 
would  now  be  pennitted,  the  principle  that  an  employment  pension  plan 
should  be  funded  on  an  actuarially  sound  basis  was  well  recognized. 

The  main  purpose  of  funding  is  to  ensure  that  the  employee  will 
receive  tlie  promised  benefits  when  they  fall  due,  regardless  of  the 
fortunes  of  tlie  anployer.  As  pension  rights  are  frequently  the  largest 
asset  tliat  a  \>rarker  acquires  in  his  or  her  lifetime,  the  loss  of  pension 
due  to  a  change  of  circumstances  or  bankruptcy  of  the  employer  could 
give  rise  to  serious  hardship.  An  aging  or  retired  worker  is  in  no 
position  to  make  up  the  loss.  A  funded  pension  plan  protects  the 
employee;   it  also  helps  the  enployer  recruit  and  retain  workers. 

A  second  purpose  of  funding  is  to  spread  the  employer's  cash 
payments  in  an  orderly  manner  so  that  they  do  not  rise  uncontrollably  or 
vary  greatly  from  year  to  year.  This  enables  the  employer  to  plan 
ahead,  to  budget  realistically  and  to  knov/  production  costs,  all  of 
which  are  important  in  a  competitive  world. 


FUNDING  A1\1D  PLAisI  TfPES 

In  a  funded  pension  plan  the  enployer  makes  payments  to  a  pension 
fund  held  by  a  third  party:  an  insurance  company  (an  "insured"  plan) 
or  trustees  (a  "trusteed"  plan),  for  the  benefit  of  employees.  The 
employer's  contributions  together  with  the  members'  contributions,  if 
any,  are  calculated  on  a  basis  sufficient  to  support  the  pension  and 
other  benefits  pranised  by  the  terms  of  tlie  plan. 

The  original  distinction  between  insured  plans  and  trusteed  plans 
is  described  by  Laurence  E.   Coward  as  follows: 

Prior  to.. .  (1961)..  .the  distinction  between  trusteed  and  insured 
underwriting  was  very  clear.  All  insured  plans  then  provided 
pension  benefits  guaranteed  by  the  insurance  caapany  in  return  for 
premiums  determined  from  the  insurer's  ratebook.  The  risks  of 
mortality  as  well  as  investment  performance  were  borne  by  the 
insurer.  The  payment  of  pensions  to  those  who  worked  through  to 
retirement  was  guaranteed  absolutely,  although  gains  from  favour- 
able factors  could  be  shared  tlirough  dividends  or  experience  rating 
systems. 

By  contrast,  trustees  were  responsible  only  for  the  investment  and 
safekeeping  of   their  pension  funds,    in   return   for   a   fee,    but  did 
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not  bear  any  risks.... A  trust  fund. .  .allowed  the  eraployer  to  have 
greater  say  in  the  investment  policy  and  permitted  the  fund  to  earn 
the  full  investment  return,  unaffected  by  any  "middleman" .( 2 ) 

Thus,  of  the  four  underwriting  methods  which  insurance  companies 
make  available,  only  group  annuity  contracts  and  individual  annuity 
contracts  are  regarded  here  as  insured  plans.  These  two  types  of  plan 
can  always  be  considered  fully  funded  for  our  purposes  and  will  not 
be  discussed  further  in  this  chapter.  On  the  other  hand,  deposit 
administration  and  segregated  funds  arrangements  of  insurance  companies 
are  regarded  as  essentially  trusteed  plans. 

Trusteed  plans  are  of  two  kinds:  defined  contribution  plans 
(money-purchase)  and  defined  benefit  plans  (flat  benefit,  career  aver- 
age, or  final  pay  plans). 

A  defined  contribution  plan  defines  its  cwn  funding  procedure.  The 
premise  is  for  a  contribution  rather  than  a  pension  -  which  will  be 
whatever  amount  the  contributions  with  interest  will  purchase.  Because 
a  defined  contribution  plan  by  definition  is  always  fully  funded,  this 
plan  type  presents  no  problems  of  funding  in  the  sense  used  in  this 
chapter. 

A  defined  benefit  plan  is  quite  tlie  qpposite.  It  specifies  certain 
pension  credits  or  entitlements  based  on  service  and/or  earnings,  so 
that  the  amount  of  pension  to  an  employee  at  retirement  age  can  be 
specified;  but  a  plan  for  financing  that  benefit  must  be  developed. 
This  involves  extensive  actuarial  work,  and  it  is  tliis  actuarial  work  - 
related  to  defined  benefit  plans  and  not  money-purchase  plans  -  which  is 
described  briefly  in  what  follows  and  in  greater  detail  in  tlie  Appendix 
at  the  end  of  this  chapter. 

Since  a  defined  contribution  plan  is  always  fully  funded  it  fulfils 
the  two  purposes  for  funding  mentioned  above.  Ihe  defined  benefit  plan 
because  of  its  nature  involves  complexities  in  funding  which  give  rise 
to  questions  about  the  soundness  of  the  funding  of  the  plan  at  any 
point  in  time.  The  funding  question  is  canplicated  by  the  fact  that  a 
pension  plan  may  be  discontinued  by  the  onployer  at  any  time  during  the 
progression  of  the  funding  process,  v\tiich  rreans  at  any  time  during  the 
worklife  of  an  anployee  or  even  after  retirement. 

Funding  of  a  pension  plan  may  therefore  be  viewed  in  two  general 
v/ays : 

1.  On  an  ongoing  basis 

This  basis  assumes  that  the  funding  process  will  continue 
in  perpetuity  or  until  every  member  covered  by  the  plan  has 
either  terminated  employment  or  retired  and  all  payments  due 
to  such  members  have  been  paid  out  in  full.   In  theory,  all 
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deficiencies  which  may  arise  in  the  course  of  the  funding 
progression  will  in  the  long  run  have  been  discharged.  This 
basis  assumes  that  the  employer  will  continue  the  plan  and  will 
be  in  a  financial  position  to  make  all  the  required  payments 
into  tJie  plan. 

2.  On  a  wind-up  basis 

This  basis  acknowledges  that  tlie  anployer  may  choose  to  discon- 
tinue the  plan  at  any  point  in  time  or  may  become  financially 
unable  to  make  tiie  contributions  required  under  the  funding 
pattern.  Then  the  question  is  wliether  at  the  time  of  wind-up 
there  are  sufficient  monies  accumulated  to  pay  the  promised 
benefits  to  the  extent  they  have  been  earned  up  to  that  time. 

If  one  looks  at  a  plan  on  an  ongoing  basis  the  real  concern  is 
whether  the  amount  of  £X>tential  liability  being  assumed  by  the  employer 
is  within  the  capabilities  of  that  aniployer  to  pay  in  the  future.  The 
investment  policy  of  the  plan  is  of  importance  because  it  assists  the 
employer  in  providing  monies  to  pay  the  benefits   in  tlie  future. 

If  the  anployer  is  unable  to  continue  the  plan,  assessment  must 
then  be  made  on  a  wind-up  basis.  In  that  case  the  concern  is  how 
the  accrued  monies  are  to  be  matched  with  the  earned  benefits;  what 
constitutes  earned  benefits  (e.g.,  are  non-vested  onployees  entitled  to 
any  benefits?)  and  what  happens  if  the  assets  are  insufficient  to  pay 
all  the  earned  benefits. 

It  is  clear  that  in  the  funding  of  defined  benefit  plans  both  ways 
of  assessment  are  relevant;  but  for  the  individual  enployee  the  concern 
is  most  likely  to  be  what  his  or  her  position  will  be  on  a  wind-up 
basis. 


THE  PENSiaXI  BENEFITS  ACT 

Detailed  requirements  for  the  funding  and  solvency  of  employment 
pension  plans  are  prescribed  under  the  Ontario  Pension  Benefits  Act 
which  came  into  force  January  1,  1965.  Until  that  time,  except  for  any 
funding  requirements  imposed  indirectly  through  the  administration  of 
the  Inccme  Tax  Act,  pay-as-you-go  and  terminal  funding  v«re  open  to  the 
employer  in  Qitario.  This  is  still  the  case  in  British  Columbia,  New 
Brunswick,   Prince  Edward  Island,   and  Newfoundland. 

The  Pension  Benefits  Act  authorizes  regulations  "prescribing  tests 
and  standards  for  solvency  of  pension  plans."(3)  The  regulations  define 
solvency:  "Every  pension  plan  shall  be  deemed  to  be  solvent  if  it  is 
fully  funded  or  provisionally  funded."(4)  These  funding  concepts  are 
defined  as  follows: 
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"fully  funded"  when  applied  to  a  pension  plan  means  a  pension  plan 
that  at  any  particular  time  has  assets  that  will  provide  for  the 
payment  of  all  pension  and  otlier  benefits  required  to  be  paid  under 
the  terms  of  the  plan  in  respect  of  service  rendered  by  employees 
and  former  enployees  prior  to  that  time,  and  has  no  unpaid  initial 
unfunded  liabilities  or  experience  deficiencies. (5) 

"provisionally  funded",  when  applied  to  a  pension  plan,  means  a 
pension  plan  that  at  any  particular  time  has  not  assets  sufficient 
to  make  it  fully  funded  but  has  made  provision  for  special  payments 
sufficient  to  liquidate  all  initial  unfunded  liabilities  or  experi- 
ence deficiencies. (6) 

Arising  out  of  these  definitions  are  three  more  concepts  which 
canplete  the  framework  for  tlie  solvency  standard  under  the  act: 

"initial  unfunded  liability"  means  the  amount  by  v\iiich,  on  the  1st 
day  of  January,  1965,  or  the  date  on  which  a  pension  plan  qualifies 
for  registration,  or  subsequently  as  a  result  of  an  ainendment  or 
as  a  result  of  a  change  in  actuarial  assumptions,  the  assets  are 
required  to  be  augmented  to  ensure  that  the  plan  is  fully  funded. 
(7) 

"experience  deficiency",  when  applied  to  a  pension  plan,  means  any 
deficit,  determined  at  ttie  time  of  a  review  of  the  plan,  tnat  is 
attributable  to  factors  other  than, 

(i)   the  existence  of  an  initial  unfunded  liability,  or 

(ii)  the  failure  of  the  anployer  to  make  any  payment  as  required 
by  the  terms  of  the  plan  or  by  the  Act  or  this  Regulation. (8) 

"special  payirent"  means  a  payment  or  payments  made  to  or  under  a 
pension  plan  for  the  purpose  of  liquidating  an  initial  unfunded 
liability  or  experience  deficiency  in  accordance  with  section  2. 
(9) 

(In  this  chapter,  as  in  the  ^pendix,  the  term  supplemental  lia- 
bility will  be  used  when  referring  to  the  total  of  initial  unfunded 
liabilities  and  experience  deficiencies;  or  generally  all  liabilities 
not  covered  by  normal  or  current  service  contributions). 

The  regulations  that  next  follow  deal  with  the  actuarial  report 
required  to  inform  the  Pension  Commission  of  the  state  of  a  pension  plan 
as  it  relates  to  the  tests  of  solvency  set  out  in  the  regulations. 
The  act  itself  makes  funding  in  accordance  with  the  regulations  a  pre- 
requisite to  registration(lO)  and  provides  for  deregistration  if  the 
plan  fails  to  meet  the  tests  for  solvency. (11) 
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All  of  the  foregoing  deals  with  the  pension  plan  on  an  ongoing 
basis.  We  will  see  later  in  this  chapter  how  all  of  these  concepts  are 
very  important  in  practice  and  how  essential  the  actuarial  work  is  to 
the  effective  operation  of  the  solvency  standard. 

The  implications  on  the  wind-up  of  a  pension  plan  are  set  out  in 
Section  22(2)  of  the  Act: 

Upon  tlie  termination  or  winding  up  of  a  pension  plan  filed  for 
registration  as  required  by  section  18,  tiie  employer  is  liable  to 
pay  all  amounts  that  would  otherwise  have  been  required  to  be  paid 
to  meet  the  tests  for  solvency  prescribed  by  the  regulations,  up 
to  tiie  date  of  such  termination  or  winding  up,  to  the  insurer, 
administrator  or  trustee  of  tiie  pension  plan. 

This  is  a  clear  statement  of  the  principle  that  the  anployer's 
obligations  for  funding  under  the  plan  do  not  extend  beyond  che  date  of 
wind-up.  It  is  the  principle  upon  wtiich  pension  plans  on  a  voluntary 
basis  have  been  encouraged  in  Ontario  for  the  last  fifteen  years.  It  is 
also  the  reason  for  the  stringent  funding  regulations  under  the  act, 
including  the  conparatively  short  periods  for  amortizing  experience 
deficiencies  (5  years)  and  initial  unfunded  liabilities  (15  years). 

The  principle  that  an  employer's  obligations  cease  when  a  plan  is 
terminated  is  compared,  later  in  tliis  chapter,  with  that  of  a  continuing 
obligation  as  reflected  in  U.S.  pension  legislation:  longer  amortiza- 
tion periods,  coupled  with  plan  termination  insurance  and  a  claim  on  the 
employer's  assets  up  to  30  per  cent  of  net  worth. 

Tne  principle  in  Section  22(2)  is  important  for  its  effects  on 
the  individuals  under  a  plan  that  is  terminated.  The  cessation  of 
obligations  for  the  onployer  includes  the  cessation  of  the  obligation 
to  make  the  special  payments  required  to  fund  any  initial  unfunded 
liabilities  and  any  experience  deficiencies  which  remain  at  the  time  of 
wind-up.  For  the  individual  this  will  mean  that  sane  of  the  "promised" 
benefits,  although  already  earned,  will  not  be  paid  because  there  are 
not  yet  monies  in  the  fund  to  pay  for  them.  A  similar  provision  dealing 
with  additional  benefits  arising  fran  plan  amendments  is  to  be  found  in 
Section  21(9)  of  the  act: 

Notwithstanding  subsections  1  and  2  and  notwithstanding  any  pro- 
vision of  a  pension  plan,  upon  the  termination  or  winding  up  of  a 
pension  plan  where, 

(a)  the  benefits  arising  from  the  deferred  life  annuities  pre- 
scribed in  subsection  1  include  additional  pension  benefits 
provided  by  an  amendment  to  the  terms  of  the  plan  made  after 
the  qualification  date  or  by  the  creation  of  a  plan  after 
the  qualification  date,  in  respect  of  service  prior  to  such 
amendment  or  creation;  and 
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(b)      t±ie  funding  of  such  additional  pension  benefits,    as   required 
by  the  regulations,   has  not  been  canpleted, 

the  amount  of  such  additional  pension  benefits  may  be  reduced  in 
accordance  with  tlie  regulations. 

The  design  of  the  Pension  Benefits  Act  puts  emphasis  on  the  protec- 
tion of  the  benefits  to  retired  e:nployees  and  to  those  vested  under  the 
act  and  entitled  to  a  deferred  life  annuity.  We  see  in  the  definition 
of  "fully  funded"  a  concern  that  the  assets  at  a  particular  time  be 
sufficient  to  provide  for  "all  pension  and  other  benefits  required  to  be 
paid  under  the  terms  of  the  plan"  for  service  by  employees  and  former 
employees  rendered  to  that  time.  The  terms  of  the  plan,  if  more  liberal 
than  the  minimum  benefits  protected  under  the  act,  will  govern  rights  on 
a  wind-up.  "Pension  benefits"  are  defined  in  the  act;  "other  benefits" 
are  not.  Pension  benefits  are  tlie  periodic  benefits  to  which  a  person 
is  or  will  becane  entitled  on  retirement.  "Other  benefits"  could  be 
disability  benefits,  early  retirement  rights  and  similar  features  not 
included  in  the  basic  pension  definition.  If  an  onployee  has  not  becorie 
vested  either  under  tiie  plan  or  the  act  at  the  time  of  wind-up  he  or  she 
may  not  receive  any  benefits  at  all.  The  assets  will  be  applied  first 
for  those  with  vested  rights. 

It  may  be,  however,  that  the  assets  are  more  than  sufficient  to 
provide  for  all  benefits  specifically  protected  under  the  act.  In 
the  absence  of  any  additional  protection  (and  if  permitted  under  the 
terms  of  the  plan)  tliese  remaining  assets  could  revert  to  the  employer. 
Accordingly,  tlie  regulation  prohibits  any  recovery  of  plan  monies  until 
all  accrued  benefits,   vested  and  non-vested,   have  been  provided  for: 

. . .no  part  of  the  assets  of  the  plan  shall  revert  to  the  benefit  of 
the  onployer  until  provision  has  been  made  for  all  pensions  and 
other  benefits  in  respect  of  service  up  to  the  date  of  such  termi- 
nation or  winding-up  to  members  of  the  plan  and  for  all  benefits  to 
former  anployees,   pensioners,  dependants  and  estates. ... (12) 

Thus  we  see  that  non-vested  employees  will  be  protected  only 
where  all  vested  anployees  have  been  provided  for  and  the  assets  are 
greater  than  required  for  that  purpose.  (13)  Rightly  or  wrongly,  the 
act  has  placed  its  basic  protection  on  the  vested  employee,  probably 
on  the  assumption  that  the  short-service  employee  is  the  young  employee 
who  still  has  many  years  in  which  to  accrue  pension  benefits.  The 
Caiimission  does  not  accept  this  assumption,  and  sees  the  concern  of 
non-vested  employees  for  adequate  funding  as  a  valid  one.  (The  question 
of  non-vested  earned  rights  assumes  even  more  importance  if  one  favours 
the  deferred  wage  theory  of  pensions). 

As  it  now  stands,  the  Pension  Benefits  Act  has  created  minimum 
standards  of  solvency  which  have  been  in  effect  for  fifteen  years. 
How  well  or  liow  badly  have  these    funding    standards   protected   pension 
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plan  members?  To  answer  this  question  it  is  necessary  to  understand 
the  terminology  in  which  the  financial  soundness  of  pension  plans  is 
expressed.  "IViis  terminoloyy  is  found  in  the  Pension  Benefits  Act  and  in 
actuarial  practice.  Thus  we  find  the  terms  "experience  deficiency," 
"initial  unfunded  liability,"  "unfunded  actuarial  liability,"  "actuarial 
liability,"  etc.,  which  are  terms  of  art.  If  one  talks  of  "large 
unfunded  liabilities"  what  does  this  really  mean?  Are  such  liabilities 
good  or  bad  -  important  for  the  plan,  important  for  the  employee?  In 
order  to  determine  the  significance  of  unfunded  actuarial  liabilities  it 
is  necessary  to  examine  the  role  of  the  actuary  and  then  to  consider  the 
present  funded  status  of  pension  plans  in  Ontario. 

The  Role  of  the  Actuary 

The  administrative  rules  of  tlie  Pension  Benefits  Act  require  the 
employer  to  have  the  pension  plan  reviewed  and  a  report  filed  with  the 
Pension  Commission  of  Ontario  at  least  every  three  years.  The  person 
designated  under  the  regulations  to  prepare  this  report  is  an  actuary, 
who  must  be  a  Fellow  of  the  Canadian  Institute  of  Actuaries.  ( 14 )  The 
actuary  performs  the  key  role  in  determining  the  financial  soundness  of 
a  pension  plan.  That  role  has  been  described  as  folla/;s: 

The  primary  goal  of  the  actuary  is  to  make  certain  tliat  the  pension 
plan  accumulates  sufficient  funds  over  the  working  years  in  order 
to  provide  the  pension  benefits  promised  to  an  employee  in  his 
retirer.ient  years.  (15) 

Just  how  the  actuary  reaches  this  goal  is  described  in  detail  in 
the  ^pendix  to  this  chapter.  Understanding  the  technical  aspects  of 
the  actuary's  work  is  essential  to  an  understanding  of  sane  of  ttie  prob- 
lems, real  and  imagined,  which  have  occurred  in  the  funding  of  defined 
benefit  plans.  Where  necessary,  scane  of  the  mechanics  are  summarized  in 
the  text,  but  readers  vho  are  unfamiliar  witli  the  actuarial  process  are 
referred  first  to  the  ^pendix. 

While  the  statement  of  the  goal  makes  the  concept  appear  siinple  its 
implementation  is  highly  canplex.  It  seems  truly  to  have  reached  the 
state  of  an  art  rather  tiian  an  exact  science.  The  fact  that  different 
actuaries  can  produce  very  different  answers  for  the  same  plan  is  openly 
acknowledged  by  the  actuarial  profession  itself. 

The  following  excerpt  is  from  the  Toronto  Globe  &  Mail  Report  on 
Business,  June  22,  1979: 

When  two  actuaries  look  at  the  same  employee  pension  plan  and 
employee  data  and  produce  actuarial  cost  estimates  that  vary  by  as 
much  as  50  per  cent,  or  even  10  per  cent,  the  result  is  usually  a 
confused  or  angry  client. 
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T.  R.  Suttie,  retiring  president  of  the  Canadian  Institute  of 
Actuaries,  believes  the  institute  should  give  top  priority  to  this 
problem,  wtiich  touches  directly  on  the  credibility  of  the  actuary. 

"We  have  to  strike  a  difficult  balance  between  allowing  sufficient 
scope  for  professional  judgment  and  ensuring  that  the  variation  in 
cost  estimates  is  not  so  great  as  to  destroy  confidence  in  our 
profession,"  he  told  the  institute's  annual  meeting. 

This  condition  exists  partly  because  of  the  many  actuarial  assump- 
tions Vi^ich  involve  the  exercise  of  individual  judgment,  and  partly 
because  of  the  variety  of  actuarial  funding  methods  which  can  be  used 
for  each  different  type  of  plan.  Actuaries  can  use  the  same  actuarial 
assumptions  with  the  same  employment  pension  plan  and  membership  and 
produce  widely  different  answers  for  the  funding  pattern  and  overall 
"costs"  because  they  are  using  different  actuarial  funding  methods.  All 
should  achieve  the  same  result  in  the  long  run,  that  is,  accumulation 
of  the  necessary  pension  fund  by  the  employee's  age  65.  However,  the 
ways  they  arrive  at  that  result  can  be  very  different  indeed.  The 
actuary  has  almost  canplete  latitude  in  the  choice  of  funding  methods 
and  actuarial  assumptions,  subject  to  the  standards  of  professional 
practice  and  tlie  wishes  of  tiie  sponsor  of  tlie  pension  plan.  The  results 
of  various  choices  on  the  funding  and  solvency  of  a  plan  are  extensive. 
These  are  analyzed  separately:  first  we  see  how  the  choice  of  actuarial 
funding  method  affects  the  current  service  cost  and  therefore  tlie  amount 
of  the  annual  contributions  and  also  the  size  of  the  liabilities  of 
the  fund;  next  we  see  the  effects  of  various  actuarial  assumptions; 
and  finally  we  examine  actuarial  valuation  techniques  for  determining 
overall  solvency. 

Actuarial  Funding  Methods 

A  great  variety  of  actuarial  funding  methods  are  possible  in 
theory;  six  are  common  in  Ontario.  They  are  not  readily  identified 
by  the  layman,  however,  because  some  are  known  by  several  different 
terms  and  some  of  the  terms  are  used  interchangeably.  Table  1  sets  out 
these  six  methods  by  tlie  names  under  vviiich  the  Conmission  has  chosen  to 
discuss  then  in  this  chapter  and  tlie  i^pendix,  the  terms  by  which  they 
are  commonly  known,   and  the  plan  types  for  which  they  are  ccmmonly  used. 

With  each  actuarial  funding  method  two  key  values  are  developed, 
the  normal  contribution  and  the  actuarial  liability.  The  normal  con- 
tribution can  be  described  as  the  amount,  on  the  basis  of  the  actuarial 
funding  method  tliat  has  been  chosen,  ttiat  should  be  paid  in  respect  of 
the  current  year  of  service.  The  actuarial  liability  is  the  amount  of 
money  that  should  be  on  hand  for  the  plan  to  be  fully  funded  at  a  given 
time  under  the  Pension  Benefits  Act,  according  to  the  funding  method 
used.  It  is  the  sum  of  all  normal  contributions  which  should  have 
been  made  to  that  point  and  any  supplemental  liability,    reduced   by   any 
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benefit  payments  that  have  been  made,  all  with  interest  earned  thereon 
and  adjusted  for  actuarial  gains  or  losses. 

Table  1 

Leading  Actuarial  Funding  Methods  in  Use  in  Ontario 


Name  of  method 


Terms  in 
coTTOon  usage 


Plan  types  where  used 
Flat    Career    Final 
benefit 


average 


_paz. 


Accrued  benefit 

-  unprojected 

-  projected 


(Single  premium 
(Unit  credit 
(Accrued  benefit 
(Unit  benefit 


X 


Level  premium 

-  constant  dollars 

-  constant  per  cent 
of  salary,  entry 
age  normal 

-  constant  per  cent 
of  salary,  attained 
age  normal 


(Level  premium 
(Entry  age  normal 
(Entry  age  level 

premium 
(Attained  age  normal 
(Attained  age  level 

premium 


Aggregate  funding        Aggregate  funding 


A  number  of  examples  to  illustrate  how  very  different  the  results 
of  the  various  funding  methods  are  for  each  of  three  types  of  plan  (flat 
benefit,  career  average,  and  final  pay)  have  been  developed  in  the 
Appendix  under  ACTUARIAL  FUNDING  METHODS.   In  summary  we  found: 


Flat  Benefit  Plan  (Applicable  methods; 
Level  Premium) 


Accrued  Benefit  unprojected; 


Normal  contributions  are  much  lower  for  the  Accrued  Benefit  unpro- 
jected method  in  early  years,  rising  to  the  same  amount  in  the  middle 
years  and  to  five  times  greater  in  the  later  years  than  for  a  Level 
Premium  method.  Total  ultimate  cost  under  the  Accrued  Benefit  unpro- 
jected method  is  nearly  twice  as  much  as  under  the  Level  Premium  method. 
The  difference  is  made  up  in  extra  interest  earnings  on  the  larger 
contributions  required  in  the  early  years  under  a  Level  Premium  method. 
Under  the  Accrued  Benefit  unprojected  method,  even  if  the  same  amount 
of  pension  benefits  is  earned  each  year,  normal  contributions  must 
increase  year  by  year  under  the  Accrued  Benefit  unprojected  method 
since  there  is  less  time  left  to  accumulate  interest.  This  method  will 
produce  increasing  total  contribution  rates  if  the  work- force  is  aging, 
since  the  anployer  is  faced  with  increasing  cash  requirements  to  pay 
pensions  as  they  mature. 
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Career  Average  Plan  (Applicable  inethods:  Accrued  Benefit  unprojected; 
Level  Premium  -  entry  age  normal  and  attained  age  normal) 

The  same  results  are  seen  for  the  career  average  plan  as  for  the 
flat  benefit  plan  and  between  Accrued  Benefit  unprojected  and  Level 
Premium  methods.  As  between  the  two  Level  Premium  methods,  entry 
age  normal  has  a  lower  normal  contribution  but  also  has  to  pay  off  a 
supplemental  liability  and  tlierefore  in  total  requires  a  higher  payment 
than  attained  age  normal.  Entry  age  normal  also  has  a  higher  unfunded 
actuarial  liability.  It  is  said  to  be  more  conservative  than  attained 
age  normal. 

Final  Pay  Plan  (Applicable  methods:  Accrued  Benefit  projected;  Level 
Premium) 

Because  a  method  of  projecting  accrued  benefits  is  required  to  take 
into  account  final  salaries,  the  Accrued  Benefit  projected  method  does 
not  vary  from  the  Level  Premium  as  much  as  it  does  in  the  other  two  plan 
types.  Benefits  actually  earned  in  a  final  pay  plan  are  always  climbing 
in  succeeding  years  as  salaries  increase.  The  projected  accrued  benefit 
method  has  the  effect  of  smoothing  out  contribution  rates  over  the 
years.  Accrued  Benefit  projected  is  more  conservative  than  Accrued 
Benefit  unprojected  because  the  earnings  base  is  higher. 

Level  premium  methods  work  very  differently  than  accrued  benefit 
methods.  Under  accrued  benefit  methods  a  specified  amount  or  unit  of 
pension  benefit  is  associated  with  each  year  of  the  employee's  service, 
and  it  is  to  be  paid  for  or  purchased  outright  by  the  annual  normal 
contribution.  Level  premium  methods,  on  the  other  hand,  are  more 
like  instalment  payment  plans  in  that  the  cost  of  the  total  eventual 
pension  to  be  earned  for  all  years  of  service,  past  and  future,  is 
first  calculated,  and  equal  annual  instalments  to  pay  for  it  are  then 
calculated.  Entry  Age  Normal  is  the  most  conservative  of  the  level 
premium  irethods. 

The  remaining  method  is  the  Aggregate  Fianding  method  which  is  used 
in  career  average  and  final  pay  plans.  Under  Aggregate  Funding  in 
general,  all  unfunded  actuarial  liabilities  are  included  in  determining 
the  year's  normal  contribution  so  that  no  supplemental  liabilities  are 
isolated.  In  effect  therefore  the  Aggregate  Funding  method  allows  the 
cost  of  past  service  pensions  to  be  written  off  in  a  different  manner 
frcm  that  provided  under  regulations  of  the  Pensions  Benefits  Act.  The 
Aggregate  Funding  method  would  spread  the  payments  over  the  period 
from  the  employees'  attained  ages  to  age  65,  e.g.,  over  32  years  instead 
of  the  15  years  allowed  by  the  regulations.  Moreover  the  payments 
would  be  expressed  as  a  percentage  of  salary  of  all  plan  members.  Thus 
the  payments  would  tend  to  rise  as  salaries  rose  but  tend  to  fall  as 
members  retired,  died,  or  terminated.  In  some  cases  the  funding  would 
be  less  rapid  than  contemplated  by  regulation,  in  other  cases  more. 
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Contributions  of  course  are  redetermined  at  each  actuarial  valuation 
date. (16) 

The  examples  in  tiie  ^pendix  show  that  all  the  methods  examined 
will  provide  tlie  necessary  funds  for  retirees'  pensions  if  the  plan 
continues  to  operate  indefinitely,  i.e.,  is  a  "going  concern."  A  second 
vital  consideration  is  whether  the  funding  will  be  such  that  if  the  plan 
is  discontinued  at  any  time  there  will  be  enough  money  in  the  fund  to 
purchase  or  provide  all  the  premised  pension  benefits. 

All  the  metliods  examined  use  the  "going  concern"  concept.  This 
means  taking  a  very  long-term  view  in  selecting  actuarial  assumptions. 
It  also  neans  recognizing  liabilities  and  making  payments  on  the  basis 
that  the  plan  will  continue  in  operation,  and  the  benefits  promised  to 
employees  will  be  delivered.  On  an  ongoing  basis  vesting  is  ignored,  in 
the  sense  that  contributions  are  required  for  non-vested  as  well  as 
vested  benefits.  Also,  payments  for  the  final  pay  plans  are  based 
on  projected  earnings,  although  in  the  event  of  termination  of  the  plan 
the  benefits  would  be  based  on  the  level  of  actual  earnings  to  date. 
On  the  other  hand,  discounts  for  future  terminations  are  made  in  the 
calculations  and  would  not  apply  in  the  event  of  plan  termination.  On 
balance,  therefore,  it  seems  probable  that  funding  under  all  of  these 
methods  wDuld,  in  tlie  event  of  plan  termination,  provide  all  pensions 
to  retirees  and  cover  all  other  vested  benefits  as  well  as  a  major 
part  of  the  accrued  pensions  of  employees  who  were  not  yet  vested.  The 
main  factor  which  might  interfere  with  this  would  be  the  existence  of 
supplemental  liabilities  (experience  deficiencies  and  initial  unfunded 
liabilities)  with  a  number  of  years'  instalments  remaining  unpaid. 
(Supplemental  liabilities  are  discussed  in  detail  later  in  this  section 
under  the  heading,  "Actuarial  Valuations.") 

The  more  conservative  the  funding  method  -  that  is,  the  more  money 
that  is  set  aside  in  relation  to  liabilities  -  the  greater  the  proba- 
bility of  meeting  all  the  liabilities  in  the  event  of  plan  termination. 
The  examples  show  that  the  level  premium  itethods  are  more  conservative 
than  the  accrued  benefit  methods.  Perhaps  aggregate  funding  is  more 
conservative  than  the  accrued  benefit  methods;  certainly  it  is  less 
conservative  than  the  level  premium  methods.  Generally,  plans  using 
accrued  benefit  funding  methods  will  meet  a  ma^or  proportion  of  the 
liabilities  unless  only  a  small  number  of  special  payments  have  been 
made  on  account  of  supplemental  liabilities  by  the  time  of  wind-up.  It 
follows  that  aggregate  funding  should  do  about  as  well  and  the  level 
premium  methods  will  do  even  better  than  accrued  benefit  methods  in 
providing  adequate  funding. 

It  is  clear,  therefore,  that  the  choice  of  the  funding  method  has 
important  cost  results  for  the  employer,  and  important  security  results 
for  tlie  plan  member. 
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Choice  of  Actuarial  Funding  Method 

The  employer  has  the  right  to  choose  tiie  actuarial  funding  method 
subject  to  any  legal  restrictions,  but  normally  accepts  the  recommenda- 
tion of  the  actuary.  The  type  of  pension  plan  will  dictate  that  only 
certain  methods  will  be  acceptable  to  the  actuarial  profession,  pen- 
sion supervisory  authorities  and  taxation  authorities,  in  terms  of  fund 
solvency.  Within  those  limitations  tlie  onployer's  choice  will  be  influ- 
enced by  the  degree  of  conservatism  desired,  alternate  uses  for  cash 
funds,  the  present  earnings  position,  the  degree  to  which  year-to-year 
fluctuations  in  pension  costs  may  be  tolerable,  and  possibly  a  number  of 
other  considerations  such  as  the  effects  on  cost-plus  contracts. 

Employees  might  sometimes  prefer  different  methods  with  higher 
funding  levels  because  their  pension  security  would  be  strengthened. 
However,  employees  are  rarely  involved  in  decisions  on  funding,  since  it 
is  the  employer  who  pays  for  the  full  pension  plan  if  non-contributory, 
or  the  balance  of  costs  after  employees  have  made  their  fixed 
contributions . 

A  Pension  Commission  study  of  actuarial  valuation  assumptions  for 
large  plans  in  Ontario  as  of  October  31,  1978  reports  as  follows  on  the 
choices  of  actuarial  funding  methods: 


Type  of  plan 


Actuarial  funding  method 
Accrued      Level  premium 
benefit     and  aggregate 
methods funding  methods 


Total 


Final  pay 

Career  average 

Flat  benefit  and  other 


Level  premium  method 
Aggregate  funding  method 
Total 


28 
35 
31 
94 


30 
10 
16 
56 

43 
13 
56 


58 

45 

47 

150 


Further  analysis  by  the  commission  revealed  that  all  except  one  of 
the  28  final  pay  plans  using  the  accrued  benefit  method  were  in  fact 
using  Accrued  Benefit  -  projected  (that  is  with  allowance  for  future 
salary  increases  through  to  retirement) .  The  one  exception  was  in  the 
process  of  changing  from  the  unprojected  to  the  projected  basis. 

We  can  see  from  this  analysis  that  a  majority  of  large  plans 
in  Ontario  have  chosen  the  less  conservative  accrued  benefit  funding 
methods . 
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This  Commission  is  concerned  that  the  employer  and  employees  as 
well  as  the  actuary  understand  the  alternatives  in  the  choice  of  funding 
method.  It  seems  wise  therefore  to  limit  the  complexity  of  the  choice, 
through  reducing  by  regulation  the  number  of  methods  available.  The  six 
leading  actuarial  funding  methods  in  use  in  Ontario  today  offer  the 
employer  a  choice  of  widely  varying  funding  patterns  for  any  type  of 
defined  benefit  pension  plan.  Many  other  methods  are  in  occasional  use, 
but  the  differences  appear  to  complicate  the  subject  without  any  useful 
purpose . 

We  believe  five  of  the  six  leading  methods  would  serve  all  purposes 
for  the  basic  plan  types,  and  we  propose  that  the  sixth,  aggregate  fund- 
ing, be  phased  out  within  five  years.  The  remaining  five  would  allow 
flexibility  to  onployers  as  between  conservative  and  less  conservative 
methods.  The  others  -  all  variations  on  the  five  basic  methods  -  may  be 
phased  out. 

The  general  rules  for  solvency  under  the  Pension  Benefits  Act 
require  initial  unfunded  liabilities  to  be  amortized  over  15  years  and 
experience  deficiencies  over  5  years.  The  Aggregate  Funding  method 
often  obscures  these  liabilities  with  the  result  that  funding  may  be 
slower  than  tliat  required  under  the  act  and  in  extreme  cases  may  involve 
an  amortization  period  which  is  twice  as  long.  Ihis  situation  appears 
to  tlie  Commission  to  be  undesirable. 

At  present  a  number  of  plans  use  Aggregate  Funding;  many  are  small 
to  medium-sized  subsidiaries  of  U.S.  companies  using  the  same  method  as 
the  parent  companies.  We  considered  retaining  the  method  on  condition 
that  the  liabilities  on  start-up  of  new  plans  and  for  benefit  improve- 
ments in  all  plans  using  the  method  be  calculated  on  an  accrued  benefit 
basis  and  liquidated  over  not  more  than  15  years.  However  there  would 
still  have  to  be  a  unique  procedure  for  determining  whether  experience 
deficiencies  had  arisen.  The  method  offers  little  advantage,  if  any, 
over  the  Level  Premium  methods  which  would  still  be  available. 

We  reccmmend  that  the  Pension  Benefits  Act  of  Ontario  be  amended  to 
provide  that  only  the  following  actuarial  funding  methods  (as  defined  in 
the  appendix  to  this  chapter)  be  permitted  to  be  used  under  the  act: 

Accrued  Benefit  -  unprojected 

Accrued  Benefit  -  projected 

Level  Premium  -  constant  dollars 

Level  Premium  -  constant  per  cent  of  salary,  entry  age  normal 

Level  Premium  -  constant  per  cent  of  salary,  attained  age  normal 

and  that  Aggregate  Funding  not  be  permissible  after  five  years  from  the 
effective  date  of  tiie  legislation. 

We  are  also  concerned  that  the  funding  method  chosen  be  suitable 
for  the  plan  type.   We  further  recommend  therefore  that  the  Pension 
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Benefits  Act  should  designate  the  plan  types  for  which  each  method  may 
be  used.  In  this  connection  we  would  expect  the  Pension  Commission  of 
Ontario  to  consult  with  the  Canadian  Institute  of  Actuaries. 

Actuaries  have  given  the  above  methods  a  variety  of  names  and  their 
interchangeable  use  has  complicated  the  subject  for  the  layman  almost  as 
much  as  has  the  diversity  of  methods.  The  Commission  realizes  the  names 
it  has  chosen  may  not  be  appropriate  and  therefore  recommends  that  the 
Canadian  Institute  of  Actuaries  be  invited  to  discuss  possible  names 
which  will  serve  their  members'  purposes  as  well  as  those  of  the  public 
and  the  Pension  Commission. 

Actuarial  Assumptions 

Once  a  funding  method  has  been  chosen,  the  actuary  must  make  the 
necessary  projections  to  ascertain  the  contributions  to  be  made  until 
the  next  actuarial  valuation.  Such  projections  require  the  making  of  a 
number  of  assumptions  about  factors  which  will  affect  the  funding  of  the 
benefits  under  the  plan.  These  assumptions  are  almost  entirely  within 
the  judgment  of  the  actuary,  subject  to  the  requirements  of  the  Pension 
Benefits  Act.  Changes  in  these  assumptions  fron  time  to  time  may  create 
supplanental  liabilities  v\^ich  in  turn  require  to  be  funded. 

The  variables  for  which  the  actuary  must  make  assumptions  fall 
primarily  under  the  following  headings: 

Decremental        Mortality,  turnover,  disability 

Econonic  Salary  (merit,  productivity,  inflation) 

Interest  (real,  inflation) 
YMPE  (for  integrated  plans) 

Social  Retirement  ages 

Family  conposition  (for  survivor  benefits) 

The  nature  of  each  of  these  assumptions  is  outlined  in  the  Appen- 
dix. In  the  text  we  discuss  only  those  which  are  of  concern  to  the 
Conmission. 

In  the  choice  of  individual  assumptions  there  are  two  overriding 
principles  v^^ich  the  actuary  must  consider.  The  first  is  the  relation- 
ship among  all  the  assumptions  so  that  their  application  is  "internally 
consistent."  The  second  is  the  suitability  of  the  assumptions  to  a 
particular  work-force  and  a  particular  type  of  pension  plan. 

Turnover  Rates 

Turnover  rates  reflect  the  degree  of  mobility  in  the  work- force 
covered  by  the  plan.  Since  the  use  of  turnover  rates  in  actuarial  work 
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on  pension  plans  reduces  the  payments  required,  they  are  sometimes 
disregarded  in  order  to  provide  an  extra  margin  of  conservatism  in 
funding.  Ttie  study  by  the  Pension  Commission  of  actuarial  valuation 
assumptions  of  large  plans  in  Ontario  as  of  October  31,  1978  showed  tliat 
136  used  turnover  rates  and  14  did  not.  While  we  recognize  that  tliis  is 
indeed  a  conservative  approach,  the  Oammission  is  concerned  that  this 
moves  away  from  reality  and  that  this  lack  of  realism  appears  as  well  in 
other  parts  of  sane  actuarial  valuations. 

Salary  Scales 

Since  salary  scales  include  elanents  for  merit  increases  (thought 
to  average  about  2  per  cent  per  year  over  a  work-force),  productivity 
increases  of  1  to  2  per  cent,  and  inflation,  it  seons  unrealistic  to  be 
using  salary  scales  of  less  than  4  to  4-1/2  per  cent,  but  a  significant 
number  of  plans  are  doing  so.  The  previously  mentioned  study  by  the 
Pension  Commission  of  Ontario  identified  68  plans  using  salary  scales. 
The  rates  of  salary  increase  used  were  available  for  64  of  these  plans, 
as  follows: 


Number 

Per  cent 

Salary  increase 

of 

plans 

of 

plans 

(Per  cent) 

1  up  to  3 

8 

12 

3  up  to  4 

18 

28 

4  up  to  5 

19 

30 

5  up  to  6 

14 

22 

6  up  to  7 

5 

8 

The  rules  of  Revenue  Canada  may  have  affected  the  choice  of  salary 
scales.  These  rules  are  designed  to  protect  tax  revenues  by  preventing 
employers  fron  claiming  unduly  large  deductions  for  pension  contribu- 
tions. The  department's  Information  Circular  72-13R6  provides  that  a 
salary  scale  may  be  used  provided  it  is  reasonably  consistent  with  the 
long-term  interest  assumption  and  that  normally  the  salary  scale  should 
not  exceed  the  interest  rate.  Before  February  2,  1979,  the  department's 
rule  was  even  stricter  and  the  interest  rate  had  to  exceed  the  salary 
scale  by  1  per  cent  or  more.  It  is  likely  that  the  differences  shown  by 
the  statistics  would  be  less  marked  were   it  not  for  these  rulings. 

Interest  Rates 

The  study  by  the  Pension  Commission  of  Ontario  of  actuarial  valu- 
ation assumptions  of  large  plans  in  Ontario  as  of  October  31,  1978 
provides  information  about  current  practices  on  interest  rates,  as 
follcv/s: 
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Number 

Per  cent 

Interest  rates 

of 

plans 

of 

plans 

(Per  cent) 

4  up  to  4-1/2 

5 

3 

4-1/2  up  to  5 

21 

14 

5  up  to  5-1/2 

44 

29 

5-1/2  up  to  6 

30 

20 

6  up  to  6-1/2 

34 

23 

6-1/2  up  to  7 

7 

5 

7 

9 

6 

Although  we  nay  stress  the  long-term  nature  and  the  very  lengthy 
time  periods  involved  in  the  actuary's  work,  many  of  these  interest  rate 
assumptions  still  seem  very  lew  in  light  of  today's  econanic  clir.iate  and 
that  of  the  recent  past.  We  therefore  attempted  to  interpret  tlie  survey 
information  in  relation  to  our  earlier  information  and  analysis. 

First,  it  is  important  to  note  that  the  use  of  a  low  interest 
assur.iption  adds  to  the  employer's  estimate  of  costs  and  should  thus  make 
for  conservative  funding.  It  appears  that  actuaries  often  use  low 
interest  rate  assumptions  in  order  that  the  plan  may  generate  excess 
funds  which  may  be  used  to  upgrade  pension  benefits  frcja  time  to  time. 

This  tendency  was  n>ore  noted  in  the  plans  within  the  study  which 
were  not  using  salary'  scales  (either  because  kx?nefits  were  not  salary- 
related  or  the  actuarial  funding  ixethod  used  did  not  require  this)  than 
in  tiiose  which  used  salary  scales: 


Interest 
assunption 


Plans 

with 

Plans  without 

salary 

scales 

salary 

scales 

Per  cent 

Per  cent 

Number 

of  total 

Number 

of  total 

2 

3.3 

3 

3.4 

10 

16.4 

11 

12.3 

11 

18.0 

33 

37.1 

37.7 

52.8 

10 

16.4 

20 

22.5 

54.1 

75.3 

19 

31.2 

15 

16.9 

3 

4.9 

4 

4.4 

6 

9.8 

3 

3.4 

(Per  cent) 

4  up  to  4-1/2 
4-1/2  up  to  5 

5  up  to  5-1/2 


5-1/2  up  to  6 


6  up  to  6-1/2 
6-1/2  up  to  7 
7 


Total 


61 


100.0 


89 


100.0 
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(Per 

cent) 

2 

2 

4 

1 

1 

3 

3 

2 

2 

1 

1 

5 

4 

3 

7 

7 

1 

1 
1 

2 

3 

For  the  61  plans  using  salary  scales,  the  interest  and  salary  scale 
assumptions  were  compared  as  follows: 

Interest 

rate       Salary  scale  assunption 

assunption 1  to  2    2  to  3    3  to  4    4  to  5    5  to  6    6  to  7 

(Per  cent) 

4 

4-1/2         2 

5 

5-1/4 

5-1/2 

6 

6-1/2 

6-3/4 

7 


Actuaries  point  out  that  v^^at  is  perhaps  more  important  than  the 
rates  themselves  is  that  the  inflation  rate  underlying  the  interest  rate 
be  the  same  as  that  underlying  the  salary  scale.  On  that  basis,  if  we 
assume  a  real  rate  of  return  ranging  between  2  and  3  per  cent,  say  2-1/2 
per  cent,  we  can  derive  the  inflation  component  and  then,  by  assuming 
this  same  inflation  conponent  has  been  built  into  the  salary  scale  we 
can  see  what  allowance  has  been  made  for  merit  and  productivity.  We  did 
this  and  our  findings  were  as  follows: 

The  inflation  component  was  1-1/2  per  cent  in  2  plans 

2  per  cent  in  10  plans 
2-1/2  per  cent  in  8  plans 
2-3/4  per  cent  in  3  plans 

3  per  cent  in  10  plans 
3-1/2  per  cent  in  19  plans 

4  per  cent  in  2  plans 
4-1/4  per  cent  in  1  plan 
4-1/2  per  cent  in  6  plans 


The  allowance  for  merit  and  productivity  was 

0  or  minus  quantity  in  13  plans 
Up  to  1  per  cent  in  13  plans 
1  per  cent  in  11  plans 
1-1/8  per  cent  up  to  2  per  cent 

(mostly  1-1/2  per  cent)  in  16  plans 
2  per  cent  in  4  plans 
2-1/2  per  cent  in  4  plans 
Over  2-1/2  per  cent  in  1  plan 

The  inflation  conponent,  v*ich  applies  to  both  the  interest  assump- 
tion and  the  salary  scale,  seems  somewhat  low  in  about  half  the  plans, 
but  the  allcwance  in  the  salary  scale  for  merit  and  productivity  seems 
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decidedly  understated  in  more  than  half  the  plans.  The  result  of  the 
latter  in  particular  is  to  definitely  understate  the  normal  contribu- 
tions for  pensions.  The  effect  of  this  however  would  be  scmev/hat  offset 
by  the  fact  tliat  the  interest  rate  assumptions  are  still  on  the  whole  on 
the  low  side,  or  conservative.  Actuaries  point  out  that  the  interest 
rate  has  a  more  important  effect  on  pension  plan  costs  than  salary  scale 
because  interest  operates  both  before  and  after  retirement.  In  very 
rough  terms,  they  say,  a  reduction  of  interest  rates  by  2  per  cent  in  a 
final  pay  plan  may  be  offset  by  a  reduction  of  3  per  cent  in  the  salary 
scale. 

However  the  Commission  believes  that  the  elements  making  up  both 
the  interest  rate  and  the  salary  scale  should  be  shown  separately  by 
the  actuary  to  ensure  that  account  is  taken  of  each  element  and  that 
inflation  elements  are  conmon  to  both  interest  rates  and  salary  scale, 
or  that  an  explanation  be  given  if  this  is  not  the  case. 

Canada  Pension  Plan  Ceiling  (YMPE) 

Where  employment  pensions  are  integrated  with  the  CPP  an  assumption 
as  to  the  year's  Maximum  Pensionable  Earnings  (YMPE)  for  the  CPP  is 
required.  The  YMPE  is  set  by  statute  to  increase  12-1/2  per  cent  each 
year  until  the  YMPE  and  the  Average  Industrial  Wage  are  the  same.  One 
would  expect  actuaries  to  use  an  assumption  reflecting  the  statutory 
level,  but  this  is  not  always  the  case.  For  example,  in  reporting  to 
the  Commission  on  the  practices  of  127  plans  in  the  Ontario  public 
sector,  Dr.  Laurence  Kelly  says:  "...although  the  rate  of  YMPE  increase 
is  established  by  legislation. . .one  finds,  at  one  end  of  the  scale, 
assumptions  of  12-1/2  per  cent  for  years  to  1980  to  1983  and  4-5  per 
cent  thereafter,  and  at  the  other,  assumptions  of  0  to  5  per  cent  for 
all  years  from  1977."  The  Commission  does  not  see  how  such  latter 
assumptions  can  represent  good  actuarial  practice. 

Pension  plan  solvency  depends  on  the  choices  made  by  tlie  individual 
actuary.  Our  analysis  of  the  determination  of  actuarial  assumptions 
confirms  that  there  is  much  discretion  and  judgment  and  counterbalancing 
as  estimates  are  piled  on  top  of  one  another.  Some  assuraptions  such  as 
terminations  are  on  occasion  simply  ignored.  Others  such  as  interest 
and  salary  scale  range  widely,  with  some  choices  being  obviously  unreal- 
istic. Even  mortality  rates  can  be  chosen  from  as  many  as  a  dozen 
tables,  some  dating  back  30  or  40  years,  whereas  one  would  have  thought 
there  could  be  say  3  or  4  for  general  use  where  the  plan's  own  size  and 
history  do  not  warrant  its  own  rates. 

We  understand  the  need  for  professional  judgment  and  flexibility; 
but  tiiere  appear  to  be  few  real  boundaries  or  discipline.  The  effect  of 
overstating  one  assumption  v^hile  understating  or  anitting  another  tends 
to  obscure  the  real  effects  of  individual  assumptions  and  makes  it  al- 
most impossible  for  anyone  but  the  actuary  to  sense  wliether  the  overall 
valuation  is  conservative  or  otherwise.   It  also  gives  credence  to  the 
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popular  idea  that  the  actuary  can  juggle  assumptions  to  achieve  any 
results  tiie  actuary  or  employer  wishes.  It  should  be  in  die  interest  of 
the  actuarial  profession  to  minimize  that  impression. 

The  Commission  believes  the  parameters  need  to  be  narrowed,  which 
is  not  to  say  we  would  look  for  total  uniformity  and  consistency.  What 
is  needed  are  some  firrn  written  guidelines  to  be  followed  by  the  actu- 
arial profession  in  the  determination  of  actuarial  assumptions.  These 
guidelines  might  enconpass  the  following  points: 

1.  Mortality  Tables 

The  number  used  should  be  narrowed  and  specified  from  time  to 
time.  Some  direction  might  be  given  as  to  the  circumstances 
under  wtiich  certain  tables  would  nonnally  be  used.  Perhaps  it 
should  be  reconmended  or  required  that  plans  of  a  certain  size, 
say  5,000  members  or  more,  develop  their  own  tables  based  on 
their  own  experience  for  a  specified  period  of  years. 

2.  Salary  Scales 

The  separate  conponents  should  be  identified  and  shown  in  the 
actuarial  valuation,  i.e.,  inflation,  productivity,  and  merit. 

3.  Interest 

The  separate  components  should  be  identified  and  shown  in  the 
actuarial  valuation,  i.e.,  inflation,  real  return,  risk  factor. 
The  inflation  conponent  should  be  the  same  as  in  the  salary 
scale. 

Perhaps  a  suggested  range  for  real  rates  of  return  should  be 
published  fran  time  to  time.  Sane  direction  might  be  offered 
concerning  Pension  Commission  and  Revenue  Canada  expectations. 

There  might  be  a  requiranent  to  report  in  the  actuarial  valua- 
tion the  plan's  own  real  rate  of  return  experienced  in  certain 
periods  in  relation  to  tlie  assumption  being  used  for  the  future. 

4.  Decremental  Studies 

These  should  be  encouraged  or  required  at  certain  intervals  and 
reported  upon  in  tlie  actuarial  valuation  and  related  to  ongoing 
assumptions. 

5.  YMPE  Values 

These  should  be  required  to  be  in  accordance  witli  the  relevant 
Canada  Pension  Plan  provisions. 
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6.   Factors  to  be  Included 

There  should  be  no  emissions,  such  as  turnover,  in  the  name  of 
conservatism.  Assumptions  should  be  made  for  all  factors. 

The  Conraission  is  of  the  opinion  that  there  should  be  some  re- 
striction on  the  latitude  allowed  to  tiie  actuary  in  selecting  the  plan 
assumptions.  We  therefore  recommend  that  the  Pension  Commission  of 
Ontario  establish  guidelines  without  delay  directed  to: 

a)  the  appropriateness  of  actuarial  assumptions  and  tlieir  internal 
consistency; 

b)  the  incorporation  of  actual  plan  experience,  where  suitable, 
into  the  construction  of  tables  for  mortality  and  turnover 
rates; 

c)  the  identification  of  the  inflation  rate  and  other  elements 
making  up  the  salary  scale  and  interest  rate  assumptions  and 
requiring  internal  consistency. 

The  Pension  Benefits  Act  or  its  regulations  should  be  amended  to 
require  reporting  in  caiipliance  with  the  guidelines.  Bie  guidelines  of 
the  Canmission  would  also  take  precedence  over  the  standard  enunciated 
in  the  present  Section  4(b)(i)  of  the  regulation  which  calls  for  "as- 
sumptions which  are  appropriate  for  the  plan  and  methods  consistent  with 
the  sound  principles  established  by  precedents  or  common  usage  within 
the  actuarial  profession." 

Actuarial  Valuations 

The  end  product  of  the  actuary's  work  is  called  an  actuarial 
valuation.  This  is  the  formal  report  to  the  employer  setting  out 
and  certifying  the  results  of  the  review  and  valuation  of  the  plan, 
including:  the  actuarial  funding  method  and  assumptions  used;  the 
"annual  service  cost"  -  that  is,  the  cost  of  benefits  for  sei-vice  in  the 
next  year;  the  rule  for  computing  "annual  service  cost"  (a  specified 
percentage  of  payroll,  etc.)  for  the  remaining  years  until  the  next 
valuation;  and  the  amount  of  supplemental  liabilities  and  of  special 
payments  required  to  amortize  those  liabilities  over  a  specified  number 
of  years. 

Frequency 

The  Pension  Benefits  Act  requires  tlie  first  actuarial  valuation  to 
be  filed  with  the  Pension  Commission  of  Ontario  within  60  days  of  the 
establishment  of  the  plan  and  further  reports  at  least  every  three 
years.  These  valuation  reports  must  also  be  filed  with  and  meet  the 
requirements  of  Revenue  Canada.  The  report  is  to  be  filed  by  the 
employer  within  a  year  of  the  valuation  date.   In  actual  practice. 
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most  employers  only  have  a  valuation  done  every  three  years;  many  are 
prepared  and  filed  close  to  the  deadline,  so  that  at  times  the  Pension 
Commission  has  valuation  data  which  are  nearly  four  years  old.  As  a 
result,  information  on  experience  deficiencies  and  unfunded  actuarial 
liabilities  of  a  plan  -  and  hence  its  health  -  is  often  very  out  of 
date. 

The  Canmission  considered  requiring  valuations  more  often,  such  as 
every  two  years.  However,  these  are  expensive,  particularly  for  small 
and  rnedium-sized  plans,  and  the  Pension  Commission  does  have  the  power 
to  call  for  actuarial  valuations  more  often  than  triennially  if  the 
Commission  feels  it  necessary  to  be  sure  of  the  solvency  of  a  plan.  We 
therefore  decided  not  to  recommend  any  change  except  in  the  public 
sector,  wtiere  we  recommend  that  plans  with  assets  of  more  than  $150 
million  h>e  required  to  have  an  actuarial  valuation  every  year.  We 
do  recommend,  that  instead  of  the  present  requirement  that  actuarial 
valuations  be  filed  with  the  Pension  Commission  of  Ontario  within  a 
year  of  valuation  date,  filing  be  required  within  six  months  of  the 
valuation  date  except  for  the  small  group  of  public  sector  plans  which 
have  assets  of  more  than  $150  million,  where  nine  months  will  be  allowed 
as  a  practical  necessity.  We  further  recommend  that  there  should  be 
suitable  financial  penalties  for  late  filing. 

Basis  of  Pteporting 

Ongoing  actuarial  valuations  anploy  the  funding  method  under  which 
the  plan  has  been  operating.  If  they  show  that  fund  assets  actually  on 
hand  are  different  than  they  are  supposed  to  be,  there  is  said  to  be  an 
experience  gain  or  an  experience  deficiency.  These  experience  gains  and 
deficiencies  are  discussed  in  the  next  section,  "Unfunded  Actuarial 
Liabilities." 

Standards  for  Reporting 

The  Pension  Benefits  Act  requires  that  the  actuary's  valuation 
report  be  prepared  "using  assumptions  which  are  appropriate  for  the 
plan  and  methods  consistent  with  the  sound  principles  established  by 
precedents  or  ccxrimon  usage  within  the  actuarial  profession. "(17) 

The  actuary  in  turn  is  bound  by  the  Guides  to  Professional  Conduct 
of  the  Canadian  Institute  of  Actuaries,  from  which  the  following  ex- 
tracts are  taken: 

The  member  will  exercise  his  best  judgment  to  ensure  that  any 
calculations  or  reconmendations  made  by  him  or  under  his  direction 
are  based  on  sufficient  and  reliable  data,  that  any  assumptions 
made  are  adexjuate  and  appropriate  and  that  the  methods  onployed  are 
consistent  with  the  sound  principles  established  by  precedents  or 
cotimon  usage  within  the  profession. 
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A  requirement  cxximon  to  all  actuarial  valuations  is  that  assump- 
tions and  methods  be  selected  and  applied  with  integrity,  good 
judgment,  and  perspective  in  relation  to  the  particular  problem. 

In  addition  to  considerations  of  fund  solvency  or  the  development 
of  benefits  security  for  participants,  the  actuary  will  have  to 
take  into  account  the  financial  needs  and  planning  of  the  plan 
sponsor,  as  v\ell  as  factors  which  may  relate  to  requirements  or 
suggestions  made  by  accountants,  governmental  agencies  and  bargain- 
ing or  other  agreements. 

There  is  little  beyond  this  to  guide  tlie  individual  actuary  other 
than  his  or  her  own  experience  and  that  of  the  actuary's  firm  or  associ- 
ates. The  American  Academy  of  Actuaries  has  gone  further  in  ttiat  it  has 
published  a  preliminary  list  of  acceptable  actuarial  funding  methods  and 
sane  recamnendations  concerning  their  use.  (18)  The  Canadian  Institute 
of  Actuaries  adopted  "Reconmendations  for  Valuation  of  Pension  Plans"  in 
June  1980,  but  these  do  not  appear  to  address  the  defining  of  acceptable 
actuarial  funding  methods  for  various  pension  plan  types  or  appropriate 
actuarial  assumptions.  The  individual  actuary  is  therefore  left  with 
great  flexibility  so  that  the  wide  variation  in  cost  estimates  clearly 
applies  not  just  to  cost  estimates  prepared  privately  for  employers 
but  also  to  actuarial  valuations  on  file  with  the  Pension  Commission. 
Accordingly,  the  Commission  does  not  believe  that  the  CIA  recommen- 
dations are  sufficient  in  themselves. 

The  Pension  Commission  at  the  present  time  has  the  power  under 
the  regulation  to  reject  a  report  which  it  is  not  satisfied  has  been 
prepared  in  accordance  with  sound  actuarial  principles;  but  its  author- 
ity for  professional  standards  is  the  Institute,  which  in  turn  has  no 
settled  policy.  Since  the  actuarial  report  is  designed  to  disclose  the 
health  of  the  funding  and  hence  tlie  solvency  of  tlie  plan,  the  Cainiission 
is  of  the  opinion  that  the  present  standard  for  reporting  is  not  satis- 
factory. It  therefore  recommends  that  the  Pension  Benefits  Act  be 
amended  to  require  reporting  in  compliance  with  such  guidelines  and 
requirements  as  may  be  set  by  the  Pension  Commission  of  Ontario  from 
time  to  time.  We  have  no  doubt  that  the  Pension  Commission  would  wish 
to  consult  with  ttie  Canadian  Institute  of  Actuaries  about  the  content  of 
the  guidelines;  but  it  is  essential  that  they  be  established  without 
delay. 

Contents  of  the  Report 

The  actuarial  valuation  or  report  will  usually  include: 

Summary  of  plan  provisions 

Summary  of  plan  membership 

Statement  of  actuarial  funding  method  used 

Actuarial  assumptions  used 

Valuation  balance  sheet 
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Analysis  of  new  initial  unfunded  liabilities 

Analysis  of  valuation  results,  including  statement  of  experience 

deficiency  and  perhaps  a  test  valuation 
Recanmended  special  payments  against  initial  unfunded  liabilities 

and  experience  deficiencies 
Reccrimended  annual  service  cost  for  the  next  succeeding  year 
Rule  for  computing  annual  service  cost  in  subsequent  years  up  to 

the  next  actuarial  valuation 

Valuation  Balance  Sheet 

The  centre-piece  of  the  report  is  the  valuation  balance  sheet.  It 
will  look  very  different  depending  on  whether  an  accrued  benefit  funding 
method  (either  projected  or  unprojected)  or  a  level  prer.iium  or  Aggregate 
Funding  method  is  used.  In  the  accrued  benefit  method,  the  assets  are 
compared  with  the  value  or  liability  for  pension  benefits  for  prior 
service  only,  i.e.,  up  to  the  date  of  the  balance  sheet.  In  the  level 
premium  or  Aggregate  Funding  methods,  tiie  fund  assets  plus  the  present 
value  of  future  contributions  of  employer  (and  aiiployee  if  applicable) 
are  ccnpared  with  the  present  value  of  pension  benefits  for  past  and 
future  service. 

The  balance  sheet  for  a  level  premium  or  Aggregate  Funding  valua- 
tion WDuld  take  the  following  form: 

Simplified  Valuation  Balance  Sheet 
Level  Premium  Funding  Method 


Pension  fund  cash  and  Pension  benefits  payable  to 

investments  X      pensioners  X 

Present  value  of  future  Vested  deferred  pensions         X 

normal  contributions 

from  employer  X 

Unfunded  liability  Prospective  pension  benefits 

Initial  unfunded  liability  X      to  active  anployees  X 

Experience  deficiency  X  _ 

Total  X     Total  X 


Under  an  accrued  benefit  method  the  second  item  on  the  assets  side 
would  be  missing  and  tlie  last  item  on  the  liabilities  side  (prospective 
benefits  to  active  employees)  would  be  for  a  much  smaller  amount  as  it 
would  cover  only  benefits  for  service  up  to  the  balance  sheet  date.  If 
this  were  a  contributory  plan,  the  present  value  of  future  contributions 
froTi  tiie  anployees  v»uld  appear  as  an  asset  directly  under  the  same  item 
for  the  enployer. 
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Under  t±ie  Aggregate  Funding  method  there  is  no  unfunded  actuarial 
liability  unless,  as  mentioned  before,  some  initial  unfunded  liability 
was  set  up  on  an  arbitrary  basis. 

The  following  sample  Summary  of  Actuarial  Valuation  might  be 
helpful.  Our  hope  is  that  the  Canadian  Institute  of  Actuaries  in  con- 
sultation with  the  Institute  of  Chartered  Accountants  of  Ontario  or  the 
Canadian  Institute  of  Chartered  Accountants,  both  of  whom  are  showing 
increasing  interest  and  activity  in  the  pensions  field,  may  develop  a 
statement  which  is  more  meaningful  and  informative  for  employees  about 
the  funded  status  of  a  plan  than  the  present  valuation  balance  sheet, 
and  v\*iich  could  accompany  each  actuarial  valuation.  This  could  serve 
the  enployer  in  responding  to  our  reccmmendations  for  certain  reporting 
to  the  employees. 

Employer  XYZ 

Sample  Summary  of  Actuarial  Valuation 


Calculated  actuarial  liability 

Retirees  (2,200)  $ 

Deferred  vested  annuitants  (900)  $ 

Active  employees  (10,700) 

Total  liability  for  all  past 
and  future  service  $ 

Less:  estimated  future  contributions         $  $ 


Total 

Other  liabilities 

Employee  contributions  in  excess  of  their 

calculated  actuarial  liability  $ 

Others  (specify)  $_ 

Total 

Assets  available  to  meet  liabilities 

Cash  $ 

Marketable  securities  at  book  value 
(market  value  $ )  $ 


Unfunded  actuarial  liability  $ X 


Attributable  to: 

7  annual  instalments  owing  re:  planning 

improvement  of  (date)  $ 

3  annual  instalments  owing  against 

experience  deficiency  of  (date)  $  $   X 
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Valuation  of  Assets 

Tne  term  "balance  sheet"  for  an  actuarial  valuation  may  imply  a 
well-defined  snapshot  of  the  financial  status  of  a  plan  at  the  date 
stated.  Itie  liability  side  of  the  balance  sheet,  however,  is  less  a 
statement  of  present  reality  than  a  discountiny  of  the  future  according 
to  the  actuarial  funding  method  selected.  Whereas  both  the  short 
and  long-term  debt  of  a  corporation  on  its  financial  balance  sheet 
are  precise  figures  at  any  time,  the  liability  of  a  pension  fund  is  a 
current  opinion  of  how  the  future  may  evolve. 

The  ever-present  need  to  predict  the  future  is  central  to  pension 
fund  valuation.  It  is  thus  logical  that  the  asset  side  of  a  pension 
fund  balance  sheet  should  also  be  approached  differently  than  would 
ba  tiie  case  for  a  financial  balance  sheet.  Although  a  pension  fund 
constitutes  a  pool  of  financial  assets,  it  is  not  a  mutual  fund  whose 
assets  are  valued  daily  or  nxjntlily  at  open  market  prices.  Shares  of  the 
fund  are  continually  being  bought  and  sold  based  on  the  underlying  value 
of  the  fund's  investments. 

Pension  plans  having  actuarial  valuations  use  different  approaches 
to  valuing  fund  assets  just  as  tliey  use  different  means  to  value  fund 
liabilities.  It  may  seem  misleading  to  value  a  fund  at  anything  other 
than  market  prices,  but  there  are  strong  reasons  for  deviating  from 
market  quotations  in  many  cases.  This  was  brought  out  as  we  examined 
methods   in  current  use. 

Market  Values 

If  the  pension  plan  is  being  wound  up  or  if  the  purpose  of  the 
actuarial  valuation  is  to  determine  basic  solvency  at  a  certain  point  in 
time,  then  of  course  market  values  or  realizable  values  should  be  used 
for  all  classes  of  assets.  However,  most  pension  plans  are  valued  on 
the  premise  that  they  are  a  "going  concern"  which  will  continue  until 
the  last  plan  member  dies.  Since  for  example,  securities  will  not 
have  to  be  sold  for  a  long  time  and  the  pension  fund  may  be  valued 
triennially  or  annually,  a  slavish  reliance  on  market  prices  on  a  single 
date  in  such  a  lengthy  time  span  can  distort  the  orderly  funding  of  a 
plan. 

Scxne  admittedly  extreme  examples  may  serve  to  explain  wtiy  actuaries 
ordinarily  are  unwilling  to  place  total  reliance  on  market  values. 

Suppose  two  corporations  operate  final  earnings  plans  and  both 
invest  their  pension  funds  only  in  high-grade  bonds.  Each  plan  was 
fully  funded  as  of  its  previous  triennial  valuation  and  the  employers 
are  making  only  current  service  contributions.  Company  A's  triennial 
valuation  is  made  on  May  31,  1979.  Using  market  prices  for  the  bonds, 
the  actuary  reports  the  plan  is  still  fully  funded.  Canpany  B's  valua- 
tion is  conducted  on  February  29,    1980.      The  actuary  reports  the  plan  is 
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severely  underfunded  because  the  prices  of  bonds  held  are  far  below 
their  book  value  or  purchase  price.  In  fact,  the  portfolio  is  worth  17 
per  cent  less  than  it  was  on  May  31,  1979  because  the  average  bond  held 
has  dropped  17  per  cent  in  price,  and  part  of  the  investment  income  was 
used  for  benefits  and  expenses.  The  unfortunate  employer  will  have 
to  boost  contributions  to  pay  off  the  experience  deficiency  over  the 
ensuing  five  years.  Had  this  plan  also  been  valued  on  May  31,  1979, 
it  would  have  received  a  clean  bill  of  health.  Thus  even  if  the  two 
companies'  investment  portfolios  and  liabilities  were  identical,  the 
second  conpany  would  have  shown  an  experience  deficiency  because  the 
valuation  date  produced  unfavourable  results. 

Assuiiing  that  all  bonds  are  held  to  maturity  (or  are  traded  for 
other  bonds  that  v/ill  eventually  mature)  ,  then  a  fund  should  not  be 
stated  to  have  "lost"  money  because  it  bought  a  Government  of  Canada 
bond  at  par  and  the  same  bond  dropped  20  per  cent  in  tlie  next  two  years 
to  reflect  rising  interest  rates.  What  the  fund  has  lost  by  buying 
bonds  before  bond  prices  fell  is  the  opportunity  to  have  invested  its 
funds  at  greater  average  returns.  Thus,  the  buyer  of  a  government  bond 
at  the  time  of  issue  with  an  8  per  cent  coupon  maturing  in  25  years  will 
see  his  bond  plummet  in  value  to  57  per  cent  of  face  value  if  interest 
rates  on  long-term  Canada  bonds  rise  to  14  per  cent  a  few  years  later. 
Had  the  fund's  investment  manager  not  bought  bonds  but  just  invested  in 
short-term  paper  waiting  for  a  rise  in  interest  rates,  much  better 
investment  returns  could  have  been  produced  over  a  longer  time  period  hay 
waiting  until  the  bonds  fell  to  57  and  then  buying  them.  But  this 
maneuver,  v\^ich  is  just  v^at  skilled  bond  managers  are  supposed  to  do, 
affects  the  investment  return,  not  the  question  whether  a  buyer  of  a 
bond  on  issue  v\^o  holds  to  maturity  can  be  deemed  to  have  an  out-of- 
pocket  loss  because  market  values  plunge  in  between. 

Another  illustration  of  the  vagaries  of  market  valuation  will 
make  the  point  even  clearer.  Assume  three  employers  having  fully- 
funded  plans  witli  identical  portfolios  and  identical  liabilities.  Each 
portfolio  is  invested  50  per  cent  in  Canadian  conmon  stocks  and  50  per 
cent  in  "cash"  (short-term  deposits).  One  employer  has  a  valuation  on 
September  30,  1979,  the  second  on  October  31,  1979,  and  the  third  on 
February  28,  1980.  The  first  would  get  a  clean  bill  of  health,  the 
second  a  significant  experience  deficiency,  and  the  third  would  be 
deemed  overfunded  and  vould  not  be  permitted  by  Revenue  Canada  to  make 
further  current  service  contributions  at  the  same  rate,  on  the  ground 
that  the  plan  did  not  require  further  contributions.  To  reduce  this 
dependence  on  change,  v*iim,  fate,  or  luck,  actuaries  usually  use  some 
valuation  criterion  other  than  market  value  alone. 

Cost 

One  alternative  to  market  value  is  to  value  the  investments  at 
their  purchase  price  or  cost.  When  economic  conditions  are  stable, 
stock  prices  tend  to  rise  and  the  method   is  then  conservative;   also  bond 
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prices  are  near  par  and  the  method  is  reasonably  accurate.  However  when 
a  security  has  been  held  for  a  long  time  or  when  economic  conditions  are 
disturbed,  market  price  may  depart  far  from  cost  price  so  that  this 
method  may  be  as  inappropriate  or  misleading  as  straight  market  values. 

Bock  Value  for  Stocks  -  Smoothing  Stock  Returns 

Bock  value  is  a  term  sometimes  applied  to  stocks  to  mean  their 
original  cost.  Here  it  means  cost  price  adjusted  to  some  extent  on 
account  of  market  price  appreciation  or  depreciation,  separately  for 
each  stock  held.  For  example,  stocks  in  the  pension  fund  may  be  valued 
at  a  moving  average  price,  i.e.,  the  average  price  of  the  last  three  or 
five  years  before  the  actuarial  valuation  date. 

Assuming  that  the  formula  chosen  under  this  method  is  applied 
consistently  frcm  one  valuation  to  another,  this  will  have  the  effect 
of  smoothing  the  effect  of  appreciation  and  depreciation  in  market 
prices  over  the  years.  Thus,  in  a  year  like  1979,  the  actuary  would  not 
take  into  1979  returns  anything  like  the  actual  44  per  cent  (including 
dividends)  experienced  on  a  typical  Canadian  stock  portfolio,  knowing 
that  such  results  are  far  above  long-term  rates  of  return  on  stocks.  By 
the  same  token,  in  a  year  in  which  the  stock  market  dropped  12  per  cent, 
the  actuary  might  reduce  the  fund's  12  per  cent  loss  by  say  7  per  cent 
due  to  the  trend   in  the  particular  portfolio's  stock  prices. 

One  advantage  of  smoothing  is  tl\at  it  makes  equity  investments  more 
attractive  to  a  pension  fund  because  of  the  reduction  in  volatility. 
Over  a  very  long  term,  equities  in  general  must  generate  better  returns 
than  debt  in  general  if  a  private  enterprise  economy  is  to  survive. 
But  this  long-term  reality  is  subject  to  sharp  and  extremely  painful 
shorter-term  distortions  as  occurred  in  1974,  when  stock  prices  dropped 
by  more  than  a  third. 

Clearly  this  technique  can  mask  recent  market  trends.  At  a  time  of 
a  weak  market,  the  assets  of  a  plan  which  had  to  be  wound  up  could 
prove  to  be  much  less  adequate  than  revealed  by  the  latest  valuation. 
Smoothing  permits  order  and  predictability,  however,  on  a  going-concern 
basis. 

Book  Value  for  Bonds  -  Cost  or  Amortized  Value 

The  book  value  of  a  bond  may  be  its  purchase  price  (or  cost)  or  its 
amortized  value,  which  means  that  any  premium  or  discount  (above  or 
below  par  value)  when  it  v;as  bought  is  spread  over  the  term  to  maturity. 
For  example,  a  $100  bond  purchased  three  years  ago  which  then  had  a 
ten-year  term  and  was  priced  at  $90,  would  be  shown  on  the  books  at 
$93. 

To  elaborate,  if  you  buy  a  Government  of  Canada  4-1/2  per  cent  bond 
maturing  in  September  1983  at  a  time  when  interest  rates  on  mid-term 


117 


government  bonds  are  in  t±ie  13-1/2  per  cent  range,  tlie  bond  will  sell  at 
a  discount  so  that  its  yield  is  comparable  with  other  bonds.  Assume 
that  you  buy  it  at  80  in  January  of  1980.  The  government  will  pay  you 
full  face  value  in  45  months.  You  may  decide  to  v«:ite  off  or  "amortize" 
this  discount  on  a  straight-line  basis  between  the  time  of  purchase  and 
the  time  of  maturity  so  that  the  gain  is  spread  evenly  over  that  time, 
rather  than  showing  a  modest  investment  income  for  44  months  and  a  25 
per  cent  return  in  the  final  month. 

Where  premiums  are  involved  tiiere  is  a  further  choice  of  method: 
the  premium  may  be  spread  over  the  term  to  maturity  or  the  bond  may  be 
written  down  to  par  immediately.  Thus  if  you  bought  a  Canada  9-1/4  per 
cent  of  1997  at  103  in  1977,  you  could  write  the  $3  premium  off  in  even 
instalments  over  20  years  or  in  a  lump  sum  in  the  first  year. 

Under  this  method,  market  fluctuations  in  bond  prices  are  ignored, 
with  the  result  that  the  book  value  of  a  bond  at  an  intermediate  time 
between  purchase  and  maturity  may  exceed  its  market  value.  Thus,  in  the 
example  of  the  Canada  9-1/4  per  cent  1997 's  bought  at  103  in  1977,  the 
climb  in  interest  rates  by  early  1980  would  have  pushed  their  market 
value  down  to  72;  but  they  would  still  be  carried  at  a  book  value  of  100 
or  more,  depending  on  which  of  the  tv;o  approaches  to  amortization  was 
chosen. 

This  v\^ole  approach  relies  on  the  fact  that  the  bond  will  eventu- 
ally mature  at  par,  and  that  seems  not  unreasonable  as  long  as  the 
cash  flow  projections  for  the  fund  indicate  that  it  can  be  held  until 
maturity.  Even  if  a  fund  is  in  that  position,  whether  a  bond  should 
be  held  until  maturity  is  quite  another  question,  depending  on  other 
investment  opportunities  along   the  way. 

Capitalized  Values  for  Fixed  Incone  Securities 

Under  this  method,  the  interest  income  on  bonds,  mortgages,  or 
other  fixed  interest  bearing  assets,  together  with  the  amount  due  at 
maturity,  is  discounted  at  the  valuation  rate  of  interest  used  for  the 
liability  side  of  the  balance  sheet,  i.e.,  the  actuarially  assumed 
interest  rate.  The  effect  is  to  capitalize  future  interest  payments 
which  are  in  excess  of  the  actuarially  assumed  rate  and  add  that  value 
to  the  face  value  of  the  bond,  mortgage,   etc.,   at  the  valuation  date. 

To  illustrate  capitalized  values,  assume  that  a  pension  fund  holds 
a  $1,000,000  bond  due  to  mature  3  years  after  the  actuarial  valuation 
date,  with  interest  at  9  per  cent  payable  one  year  after  the  valuation 
date  and  each  year  thereafter  until  maturity.  Also  assume  an  interest 
rate  assumption  of  6  per  cent  per  year  for  deteniiining  the  plan's  actu- 
arial liabilities.  The  $1,000,000  asset  would  be  valued  at  $1,080,192 
as  follows: 
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The  present  value  (i.e.,  as  of  the  valuation 
date)  of  the  first  year's  interest  payment  of 
$90,000  could  be  calculated  as  $90,000/1.06,   or  $84,906 

In  other  words,  $84,906  is  the  amount  needed  to 
be  invested  as  of  the  actuarial  valuation  date  at 
6  per  cent  per  annum  to  produce  cash  of  $90,000 
(the  annual  interest  coupon  on  this  bond)  one 
year  later. 

The  present  value  of  the  other  payments  on  this 
bond  would  be  calculated  as  - 

Year  2  interest 

$90,000/1.062  or  1.1236  =  $80,100 

Year  3  interest 

$90,000/1. 06^  or  1.1910  -  $75,567 

Year  3  principal 

$1,000, 000/1. 06^  or  1.1910  =  $839,619 

Itotal  $1,080,192 

Premium  or  write-up,  representing  the  present 
value  of  excess  interest  over  the  actuarially 
assumed   interest  rate  $80,192 

or 
8.02% 

If  the  same  bond  were  due  to  mature  in  15  years  instead  of  3, 
its  value  under  the  same  circumstances  and  valuation  method  would  be 
$1,291,366  or  29.14  per  cent  above  face  value  of  $1,000,000. 

The  rationale  behind  this  method  is  tliat  the  present  value  of  the 
liabilities  of  the  plan  has  been  calculated  on  the  assumption  that  a 
certain  rate  of  interest  (6  per  cent)  will  be  earned  on  plan  assets. 
We  know  for  a  fact  that  some  of  our  assets  ($1,000,000)  are  going  to 
earn  more  (9  per  cent  vs.  6  per  cent)  so  that  the  present  value  of  the 
liabilities  should  really  be  less.  But  it  coiiplicates  the  process  for 
calculating  the  liabilities  v\^en  we  work  with  varying  interest  rates; 
it  is  much  easier  to  make  the  adjustment  through  the  asset  values. 
Therefore,  the  amount  of  the  adjustment  is  made  as  a  write-up  of  assets 
rather  than  a  write-down  of  liabilities.  The  overall  effect  on  the 
amount  of  the  unfunded  actuarial  liability,  if  any,  is  exactly  the  same, 
although  making  the  adjustment  through  asset  values  does  have  the  effect 
of  slightly  understating  the  ratio  of  any  unfunded  actuarial  liability 
to  the  total  actuarial  liabilities  of  the  plan. 
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This  technique  can  produce  apparent  anomalies.  Suppose  a  fund 
assumes  a  rate  of  return  of  6  per  cent  and  the  fund's  portfolio  is 
invested  entirely  in  long-term  bonds  with  an  average  coupon  of  9  per 
cent  and  a  term  to  maturity  averaging  15  years.  In  current  markets 
those  bonds  would  sell  at  large  discounts  to  bring  their  yields  to 
maturity  into  the  13  to  14  per  cent  range.  Thus  if  the  fund  had  to 
liquidate  its  portfolio  at  current  market  prices  it  would  sustain  heavy 
losses.  But  under  this  valuation  method  the  value  of  the  bonds  to  the 
fund  is  actually  increased  rather  than  decreased. 

Tne  Commission  therefore  reccmmends  that  this  method  of  writing  up 
assets  only  be  used  v^iere  the  following  conditions  apply: 

1.  The  bonds,  etc.  involved  must  be  of  very  high  quality  to  ensure 
collectibility. 

2.  The  fund  should  have  the  ability  to  hold  the  investments  to 
maturity  -  whether  or  not  it  will  do  so.  At  least  the  cash 
flow  projections  for  say  10  years  ahead  should  show  there  will 
not  be  a  drain  through  benefit  payments  sufficient  to  force 
liquidation  of  these  investments  before  maturity. 

3.  Just  as  investments  bearing  interest  at  a  rate  higher  than  the 
actuarially  assumed  rate  will  be  written  up  in  value,  those 
carrying  a  lower  interest  rate  must  be  written  down. 

Where  this  method  is  used,  the  long-term  interest  assumption 
perhaps  warrants  closer- than-usual  scrutiny  as  to  its  degree  of  conser- 
vatism. The  point  is  that  tlie  current  high  interest  rates  have  already 
been  taken  into  account  in  the  actuarial  valuations,  and  v\iiatever  long- 
tenn  interest  rate  is  assumed  depends  entirely  on  future  events  or 
expectations.  It  does  not  depend  on  the  average  of  known  high  rates  in 
the  recent  past,  and  the  unknown,  possibly  much  lower  rates,  of  the 
future. 

Finally,  since  the  use  of  this  method  is  tantamount  to  putting 
known  interest  earnings  for  some  of  the  years  ahead  in  place  of  the 
assumed  long-term  rate,  there  is  another  special  consideration  where  a 
salary  scale  is  used  in  the  actuarial  valuation,  as  with  a  final  pay 
plan.  It  beccmes  essential  that  the  salary  scale  be  varied  for  those 
same  years  in  order  to  be  conpatible  or  "internally  consistent"  with  the 
interest  rates  used.  Otherwise  the  actuarial  liability  will  surely  be 
understated. 

Other  Approaches 

Some  funds  value  bonds,  mortages,  etc.,  at  market  value  subject 
to  a  smoothing  formula  along  the  general  lines  of  the  ones  for  stocks. 
As  with  stocks,  a  wide  variety  of  formulas  is  available,  based  on  the 
judgment  of   individual  actuaries. 
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Some  kinds  of  assets  require  special  valuation  techniques.  Suppose 
a  large  pension  fund  owns  an  office  building  in  Toronto.  If  the  fund 
has  owned  it  for  a  long  time,  its  book  value  will  be  below  cost  because 
the  building  will  have  been  depreciated.  But  the  market  value  of  the 
land  and  building  may  be  well  above  original  cost,  let  alone  book  value, 
and  the  fund  may  wish  to  carry  such  real  estate  holdings  at  the  higher 
and  more  realistic  value. 

Under  these  circumstances,  funds  may  use  differing  methods  for 
valuing  real  estate  holdings.  Some  write  up  book  values  in  line  with  an 
index  such  as  the  Consumer  Price  Index.  Some  arrange  for  appraisals, 
which  are  both  expensive  and  to  sane  extent  subjective,  and  adjust  val- 
ues accordingly.  Scsne  smooth  their  results  by  writing  up  the  difference 
between  book  and  appraised  values  on  a  basis  similar  to  the  amortizing 
of  bond  discounts. 

Funds  may  cvm  non-marketable  investments,  like  "letter  stock"  or 
other  investments,  for  wliich  no  market  quotations  are  available.  Actu- 
aries have  considerable  freedon  in  their  choice  of  valuation  techniques 
in  these  cases,  although  for  most  funds  the  percentage  of  assets  held  in 
non-marketable  investments  is  so  small  that  any  distortions  in  the 
valuation  will  not  have  a  material  effect  on  tlie  balance  sheet. 

Pension  Commission  of  Ontario  Guidelines 

In  1975  the  Pension  Canmission  of  Ontario  published  a  guide  for 
valuation  of  pension  fund  assets.  Essentially  this  sets  out  the  maximum 

asset  value  that  the  Pension  Commission  is  prepared  to  accept.  The 

actuary  is  allowed  to  use  any  method  provided  the  asset  value  does  not 

exceed  the  highest  value  obtainable  under  four  methods  outlined  by  the 

Commission.   In  brief  the  Commission's  four  methods  of  valuing  the 
assets  are: 

1.  Market  value,  provided  the  actuarial  liabilities  have  been 
valued  conservatively; 

2.  The  aggregate  of: 

-  equity  stocks  and  shares  valued  as  described  above  under 
"Book  Value  for  Stocks  -  Smoothing  Stock  Returns,"  with  the 
proviso  that  "the  aggregate  stock  portfolio  must  not  be 
valued  above  market  in  any  circumstances," 

-  bonds  at  amortized  value  as  described  above  under  "Book 
Value  for  Bonds  -  Cost  or  Amortized  Value,"  even  if  this 
exceeds  market, 

-  mortgages  at  the  amount  of  the  balance  of  the  mortgage 
outstanding,  or  at  a  lower  value  where  the  market  value  of 
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the  property  forming  the  security  for  the  mortgage  has 
depreciated, 

-  real  estate  at  cost  less  depreciation  or  at  appraised  value, 

-  pooled  funds  at  cost  or  market  depending  on  tlieir  nature; 

3.  The   aggregate  of: 

-  fixed  interest  securities  valued  at  a  rate  of  interest  not 
less  than  the  assumed  actuarial  valuation  rate  (as  described 
above  under  "Capital  Values  for  Fixed  Income  Securities"), 
except  for  assets  where  the  security  is  not  first  class, 
e.g.,  junior  bonds  or  mortgages,  the  value  for  which  should 
not  exceed  market, 

-  equity  stocks  and  shares  valued  as  in  method  (2)  above; 

4.  The  entire  fund  at  cost  price,  adjusted  by  a  three-year  moving 
average  of  the  excess  or  deficiency  of  the  market  value  of  all 
assets  over  or  under  cost  price. 

In  all  cases  the  market  value  of  the  assets  must  be  shown  in  the  actu- 
arial valuation  report. 

No  statistics  are  available  fra\i  the  Pension  Commission  as  to  asset 
valuation  methods  actually  in  use.  The  one  source  of  information  we 
have  in  this  regard  is  the  FBI  Canada  survey  of  March  1980,  which  showed 
the  following  for  194  employers  across  Canada: 

Per  cent 
Method Number     of  total 

Book  value  52        26.8 

Market  value  41        21.1 

Equities  at  market  and  bonds  at  book 

or  amortized  value  15         7.7 

Equities  at  market  and  fixed  interest 

securities  at  rate  of  interest  assumed 

in  valuing  liabilities  7         3.6 

A  method  v\iiich  adjusts  differences 

between  book  and  market  over  time  36        18.6 

Others  43        22.2 

Total  194        100.0 


In  addition  \^e  know  that  three  of  the  six  major  pension  plans  in 
the  Ontario  public  sector  value  tiieir  fixed  interest  securities  at  the 
actuarially  assumed  rate  of  interest. 
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In  its  guidelines,  the  Pension  Commission  states: 

The  Pension  Benefits  Act  is  primarily  designed  to  ensure  that 
employees  receive  the  promised  benefits.  From  this  viewpoint  the 
Commission  would  not  object  to  an  asset  valuation  on  the  ground 
that  it  is  too  low,  although  tliis  might  be  of  concern  to  the  income 
tax  authorities. 

It  follows  that  the  Commission's  prime  concern  is  to  see  that 
p3nsion  fund  assets  are  not  overvalued,  rather  than  to  see  that  tiiey  are 
properly  valued.  This  may  explain  the  wide  latitude  and  flexibility 
given  tlie  actuarial  profession  in  the  valuation  of  assets.  Yet  appro- 
priate and  consistent  valuation  of  assets  is  just  as  important  as  the 
determination  of  actuarial  liabilities  to  obtain  a  true  picture  of 
the  perfonnance  and  position  of  the  fund  and  contributions  needed  in 
future. 

Whatever  method  of  asset  valuation  is  selected  for  a  particular 
fund,  it  will  tend  to  remain  in  force  thereafter  and  at  least  provide 
consistency.  This  is  because  the  Pension  Gcsrunission  of  Ontario  will  not 
permit  pension  funds  to  change  their  approach  without  valid  cause.  Thus 
funds  cannot  switch  fran  book  value  to  market  value  to  take  advantage  of 
a  decline  in  interest  rates  and  a  rise  in  bond  prices,  then  switch  back 
to  book  if  bond  prices  plummet  after  a  rise  in  interest  rates. 

Valuation  of  Liabilities 

Experience  Gains  and  Deficiencies 

Experience  gains  and  deficiencies  arise  essentially  because  the 
actuarial  assumptions  have  not  been  borne  out  by  actual  experience 
between  the  dates  of  succeeding  actuarial  valuations. 

Where  an  experience  gain  arises.  Section  2(12)  of  the  regulation 
under  tlie  Pension  Benefits  Act  provides  tliat  it  may  be  applied  to  reduce 
any  future  payments  for  current  service  (normal)  contributions  plus 
annual  instalment  payments  against  supplemental  liabilities,  or  to 
reduce  tlie  outstanding  balance  of  any  experience  deficiency  or  other 
supplanental  licibility.  Often  in  actual  practice  tiie  gains  are  carried 
forward  as  a  contingency  reserve  or  as  an  advance  provision  for  an 
improvement  in  plan  benefits. 

When  experience  gains  produce  an  actual  surplus  -  that  is,  in  a 
fully  funded  plan  -  the  onployer  may  seek  approval  of  Revenue  Canada  and 
the  Pension  Commission  of  Ontario  for  a  refund  of  surplus.  Depending  en 
its  assessment  of  the  plan  valuation,  it  is  tlie  practice  of  the  Pension 
Commission  to  allo^;  a  refund  of  surplus  except  for  the  greater  of  (a) 
twD  years'  current  service  contributions  and  (b)  15  per  cent  of  the 
total  actuarial  liabilities  of  the  plan. 
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Section  2(3) (c)  of  the  regulation  requires  experience  deficiencies 
to  be  liquidated  by  an  immediate  lump  sum  payment  or  by  equal  annual 
payments  over  not  more  than  five  years  from  the  valuation  date  as  of 
which  they  were  discovered.  Thus,  in  a  plan  using  a  6  per  cent  interest 
rate  assumption,  a  $100,000  experience  deficiency  to  be  paid  off  over  5 
years  would  call  for  5  annual  payments  of  $22,400  and  a  cumulative 
charge  against  the  enployer's  earnings  statement  of  $112,000. 

An  alternative  to  this  treatment,  called  a  Test  Valuation,  is 
available  under  Section  4a  of  the  regulation.  When  rates  of  inflation 
began  to  climb  after  1970  a  number  of  pension  plans  experienced  diffi- 
culties. Rapidly  rising  salaries  gave  rise  to  experience  deficiencies 
which  were  required  to  be  liquidated  over  a  maximum  period  of  five 
years.  The  salary  increases  affected  pensions  based  on  final  average 
earnings  far  more  than  other  pensions,  even  if  the  other  plans  were 
regularly  upgraded.  If  the  actuarial  assumptions  were  made  more  conser- 
vative in  order  to  provide  more  fully  for  the  increasing  costs  and  avoid 
further  deficiencies,  the  effect  was  magnified.  The  5-year  write-off 
rule  discouraged  any  move  towards  more  conservative  funding  and  thus 
operated  contrary  to  the  purpose  of  the  legislation. 

In  order  to  relieve  these  problems  the  funding  regulations  were 
changed  with  the  introduction  of  Section  4a  in  1976.  Liabilities  aris- 
ing because  of  a  change  in  the  actuarial  assumptions  could  be  considered 
as  initial  unfunded  liabilities  (see  Funding  of  Other  Supplemental 
Liabilities  below)  rather  than  experience  deficiencies;  as  a  result  they 
could  be  paid  off  over  fifteen  years  instead  of  five.  In  addition,  some 
or  all  of  the  liabilities  or  experience  deficiencies  arising  because  of 
rapidly  increasing  salaries  could  be  deemed  initial  unfunded  liabilities 
depending  on  the  outccrae  of  a  test  valuation  of  the  pension  plan  and 
paid  off  over  15  years  instead  of  five. 

The  test  valuation  does  not  replace  the  regular  actuarial  valuation 
of  the  pension  plan;  it  is  extra  and  subsidiary  to  it.  Its  main  fea- 
tures are: 

1.  The  plan  is  valued  as  at  both  the  current  valuation  date  and 
the  previous  valuation  date,  on  the  basis  of  the  plan  provi- 
sions and  actuarial  assumptions  as  at  the  previous  valuation 
date,  e.g.,  3  years  earlier.  The  purpose  is  to  isolate  the 
effect  of  plan  improvements  and  changes  in  actuarial  assump- 
tions so  that  this  cost  may  be  treated  as  an  initial  unfunded 
liability  rather  than  an  experience  deficiency.  There  is 
an  overriding  rule  concerning  the  interest  assumption:  it 
must  not  exceed  6  per  cent.  This  is  intended  as  a  measure  of 
conservatism. 

2.  The  test  valuation  is  based  on  an  Accrued  Benefit  funding 
method  (usually  unprojected) ,  but  with  no  allowance  for  termi- 
nations. This  introduces  another  measure  of  conservatism. 
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3.  The  test  valuation  neither  requires  nor  prohibits  a  projection 
of  salaries,  but  for  final  pay  plans  the  minimum  earnings 
figure  to  be  used  is  current  earnings  at  the  valuation  date. 
Earnings  averaged  over  a  period  of  years  before  the  valuation 
date  cannot  be  used.  Itius  a  further  element  of  conservatism  is 
provided. 

4.  Assets  must  be  valued  on  a  basis  consistent  with  the  regular 
valuation  and  acceptable  to  the  Commission. 

The  ratio  of  fund  assets  to  liabilities  calculated  as  above  as  at 
the  earlier  (previous)  valuation  date  is  said  to  be  the  Funded  Ratio 
under  the  test  valuation.  Suppose  it  is  .850  (85  per  cent)  .  Then  the 
Unfunded  Ratio  is  said  to  be  the  difference  between  that  and  1.000  (100 
per  cent)  or  .150,  and  a  Target  Ratio  is  set  for  the  next  (current) 
valuation  date.  This  target  ratio  is  the  funded  ratio  at  the  earlier 
valuation  date  (.850),  increased  by  l/15th  of  the  unfunded  ratio  at  that 
date  (.150)  for  each  year  until  ti\e  next  (current)  valuation  date,  i.e., 
.850  +  (l/15th  of  .150  X  3  years,  or)  .030  =  .880  (88  per  cent).  If  the 
ratio  of  fund  assets  to  liabilities  calculated  under  the  test  valuation 
(funded  ratio)  as  of  the  current  valuation  date  is  .880,  even  though  the 
resultant  unfunded  actuarial  liability  of  .120  or  12  per  cent  is  not 
associated  with  plan  improvements  or  the  like,  it  is  all  deemed  to  be 
initial  unfunded  liability  which  can  be  liquidated  over  15  years.  There 
is  deemed  to  be  no  experience  deficiency.  If  the  funded  ratio  is  below 
the  target  ratio  (.880),  the  difference  is  deemed  to  be  an  experience 
deficiency  which  must  be  liquidated  over  5  years.  The  remainder  of  any 
"experience  deficiency"  revealed  by  the  regular  valuation  is  deemed  to 
be  an  initial  unfunded  liability  vvtiich  may  be  liquidated  over  15  years. 

Payments  against  experience  deficiencies  may  be  accelerated  at  any 
time  if  the  anployer  wishes,  and  any  remaining  balance  may  be  paid  off 
in  a  lump  sum.  However,  the  Canadian  Manufacturers'  Association  and 
sane  individual  employers  have  expressed  the  view  that  the  present 
arrangements  are  too  stringent,  with  the  result  that  Canada's  competi- 
tiveness with  the  United  States  is  affected.  Accordingly,  they  have 
advocated  that  a  longer  term  be  allowed  for  liquidation  of  experience 
deficiencies,  e.g.,  15  years,  perhaps  even  20.  This  possibility  is 
discussed  with  similar  proposals  for  amortizing  initial  unfunded  lia- 
bilities at  the  end  of  the  discussion  on  Funding  Other  Supplemental 
Liabilities. 


FUNDING  OF  OTHER  SUPPLEMENTAL  LIABILITIES 

Ontario  Regulation  654  to  the  Pension  Benefits  Act  divides  the 
supplemental  liability  into  two  parts:  Experience  Deficiencies  and 
Initial  Unfunded  Liability.  An  initial  unfunded  liability,  defined  in 
Section  l.(f),  may  arise  from: 


125 


1.  Granting  of  pension  credits  for  service  rendered  prior  to  the 
establishment  of  the  plan. 

2.  Using  a  normal  contribution  rate  based  on  an  age  assumption 
(e.g.,  entry  age  normal)  that  does  not  reflect  the  ages  of 
older  employees  at  the  time  the  plan  is  established. 

3.  Liberalization  or  improvement  of  plan  benefits  not  related  to 
current  service. 

4.  The  changing  of  actuarial  assumptions. 

Also  through  the  operation  of  the  test  valuation,  discussed  above, 
sane  part  of  an  experience  deficiency  may  be  designated  as  an  initial 
unfunded  liability. 

The  amounts  of  initial  unfunded  liability  involved  in  a  plan  can  be 
ver^'  large,  since  liberalization  of  plan  benefits  in  some  cases  occurs 
at  regular  intervals;  and  the  granting  of  pension  credits  for  service 
rendered  prior  to  the  establishment  of  a  plan  is  a  common  practice. 
The  amount  of  liability  may  also  vary  widely  depending  on  the  actuarial 
funding  method  used.  To  illustrate,  using  examples  for  Actuarial 
Funding  Methods  in  the  Appendix,  if  we  assume  an  employee  started  at  age 
33  but  the  pension  plan  started  at  his  or  her  age  40  with  full  imraediate 
credit  for  past  service,  the  initial  unfunded  liability  under  each  of 
the  various  actuarial  funding  methods  would  have  been: 


Amount  of  initial 

Liability  for  past  service  credits unfunded  liability 

(Dollars) 
Flat  Benefit  Plan 

Accrued  benefit  -  unprotected  5,400 

Level  pronium  -  constant  dollars  11,928 

Career  average  plan 

Accrued  benefit  -  unprojected  2,578 

Level  pranium  -  constant  per  cent  of  salary,  entry 

age  normal  10,928 

Level  premium  -  constant  per  cent  of  salary,  attained 

age  normal  7,798 

Final  pay  plan 

Accrued  benefit  -  projected  4,456 

Level  premiura  -  constant  per  cent  of  salary,  entry 

age  normal  8,785 

Level  premium  -  constant  per  cent  of  salary,  attained 

age  normal  6,838 
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Sometimes  the  amount  of  an  initial  unfunded  liability  is  recalcu- 
lated at  each  actuarial  valuation  date,  but  it  is  more  usual  to  treat  it 
as  a  fixed  debt  of  the  fund,  called  a  "frozen  initial  liability."  In 
this  vray,  all  future  gains  or  losses  through  change  are  liquidated  as 
part  of  tlie  normal  contribution  (or  tlie  experience  deficiency)  when  it 
is  detennined   in  succeeding  actuarial  valuations. 

An  initial  unfunded  liability  is  required  to  be  liquidated  by  an 
immediate  lump  sum  payment  or  by  equal  annual  instalments  over  a  maximum 
of  15  years  from  the  date  on  which  it  arises  (Section  2.3(b)ii)  of 
the  regulation).  Thus,  in  a  plan  using  a  6  per  cent  interest  rate 
assur.iption,  a  $100,000  supplemental  liability  to  be  paid  off  over  15 
years  would  call  for  15  annual  payments  of  $9,713  and  a  cumulative 
charge  against  the  anployer's  earnings  statanent  of  $145,695. 

An  e.iployer  is  free  at  any  time  to  pay  off  the  balance  of  an  ex- 
perience deficiency  or  an  initial  unfunded  liability.  Advance  partial 
payments  may  be  made  to  accelerate  this  funding,  provided  that  any 
reduction  or  emission  of  special  payments  as  a  result  of  an  advance 
payment  must  occur  within  the  next  three-year  period.  In  other  words, 
any  "acceleration"  must  have  the  effect  of  reducing  the  period  orig- 
inally allowed  for  payment  of  the  debt.  These  arrangements,  while 
permitting  some  irregularity  of  payments,  also  allow  for  the  enhancenent 
of  security  for  anployees'   benefits. 

There  is  an  exception  to  the  15-year  rule  which  allows  plans 
for  government  anployees  to  pay  only  interest  on  an  initial  unfunded 
liability  existing  on  January  1,  1965.  Such  liabilities  are  treated 
as  a  fixed  debt  of  the  fund,  and  over  time  they  are  likely  to  become 
relatively  small  compared  to  the  fund. 

Choice  of  the  maximum  period  of  15  years  for  paying  off  an  initial 
unfunded  liability  is  of  course  somewhat  arbitrary.  It  is  thought  to 
relate  to  some  extent  to  the  idea  that  when  an  employer  gives  credits 
for  past  service  on  start-up  of  a  plan  or  a  retroactive  improvement  in 
plan  benefits,  this  is  not  so  much  a  reward  for  past  service  as  an 
incentive  for  future  service.  This  suggests  that  the  cost  be  spread 
over  the  period  fron  the  employee's  attained  age  to  his  or  her  expected 
retiranent  age.  That  is,  to  have  the  funding  extend  beyond  the  em- 
ployee's retiranent  age  (or,  for  a  group,  beyond  the  average  age  to 
retiranent)  would  be  dangerous  if  the  number  of  plan  members  were  to 
decrease.  It  appears  that  the  15-year  period  was  allowed  so  that  the 
liability  wDuld  be  paid  off  by  the  time  the  average  employee  retired, 
even  if  the  age  distribution  of  the  employees  was  old. 

In  the  United  States  longer  periods  are  allowed.  This  has  been 
brought  to  the  Commission's  attention  by  the  Canadian  Manufacturers' 
Association  and  several  individual  anployers  who  advocate  that  we  allow 
a  longer  period,  i.e.,  20  years  or  30  years  for  amortizing  initial 
unfunded  liabilities  and  15  or  20  years   for  experience  deficiencies. 
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Their  principal  arguments  are  that  Canada's  competitiveness  with  the 
United  States  is  being  harmed,  and  that  overly  strict  funding  require- 
ments act  against  one  of  the  purposes  of  the  legislation,  namely  to 
encourage  the  extension  and  improvement  of  pension  plans.  Others 
supporting  the  argument  for  extending  amortization  periods  contend  that 
the  average  period  until  the  employee  retires  exceeds  15  years  in  most 
cases. 

Tables  2  and  3  were  prepared  to  show  how  the  annual  payments  to 
amortize  a  liability  of  $100,000  for  both  an  experience  deficiency  and 
an  initial  unfunded  liability  vary  with  the  number  of  years  allowed  for 
this  purpose. 


Table  2 

Amortization  of  Experience  Deficiency  Liability  of  $100,000  by 

Annually  in  Advance 


Payments 


Periods  of  years 


[ 

3 

10 

15 

20 

(Dollars) 

21. 

,998 

12,334 

9,175 

7,642 

(44%) 

(58%) 

(65%) 

109, 

,990 

123,340 

137,625 

152,840 

12% 

25% 

39% 

Interest  rate  5  per  cent 

Annual  payments 

Per  cent  change  from  5  year  term 

Total  payments 

Per  cent  change  frcan  5  year  term 

Interest  rate  6  per  cent 

Annual  payments 

Per  cent  change  froii  5  year  term 

Total  payments 

Per  cent  change  from  5  year  term 

Interest  rate  7  per  cent 

Annual  payments 

Per  cent  change  fran  5  year  term 

Total  payments 

Per  cent  change  from  5  year  term 


22,396        12,818          9,713  8,225 

(43%)           (57%)  (63%) 

111,980     128,180  145,695  164,500 

14%              30%  47% 


22,794        13,306       10,261  8,822 

(42%)           (55%)  (61%) 

113,970     133,060  153,915  176,440 

17%              35%  55% 


It  can  be  seen  that,  at  6  per  cent  interest,  a  change  in  the  period 
from  5  to  15  years  reduces  the  annual  payment  by  57  per  cent.  However, 
the  total  of  the  payraents  that  must  be  made  by  the  aiiployer  and  charged 
to  his  earnings  statanent  before  the  debt  is  discharged  increases  by  30 
per  cent,  which  would  clearly  worsen  Canada's  cacipetitiveness  -  unless 
parhaps  the  concern  is  with  availability  of  capital  rather  than  real 
cost  conpetitiveness.  Witli  interest  rates  more  in  line  with  what  we 
have  been  experiencing   in  recent  years,    the   spread   becomes   even  more 
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disadvantageous.  For  example,  even  at  7  per  cent,  annual  payments  are 
reduced  by  55  per  cent  but  total  payments  are  increased  by  35  per  cent. 

Similar  results  will  occur  if  amortization  periods  for  initial 
unfunded  liabilities  are  extended  as  shown  in  Table  3. 


Table  3 

Amortization  of  Initial  Unfunded 

Annually  in  Advance 


Liability  of  $100,000  by  Payments 


Periods  of  years 


15 


20 


25 


30 


Interest  rate  5  per  cent 

Annual  payments 

Per  cent  change  frcm  15  year  term 

Total  payments 

Per  cent  change  fron  15  year  term 

Interest  rate  6  per  cent 

Annual  payments 

Per  cent  change  fron  15  year  term 

Total  payments 

Per  cent  change  from   15  year  term 

Interest  rate  7  per  cent 

Annual  payments 

Per  cent  change  fron  15  year  term 

Total  payments 

Per  cent  change  fron  15  year  term 


(Dollars) 


9,175    7,642    6,757    6,195 

(17%)    (26%)  (32%) 

137,625  152,840  168,925  185,850 
11%      23%      35% 


9,173    8,225    7,380    6,854 
(15%)    (24%)    (29%) 

145,695  164,500  184,500  205,620 
13%      27%      41% 


10,261    8,822    8,020  7,531 

(14%)     (22%)  (27%) 

153,915  176,440  200,500  225,930 

15%      30%  47% 


It  can  be  seen  that  at  6  per  cent  interest,  a  doubling  of  the 
period  fraii  15  years  to  30  years  reduces  the  annual  payment  by  29  per 
cent.  However,  the  total  of  the  payments  that  must  be  made  by  the 
employer  and  charged  to  the  earnings  statanent  before  the  liability  dis- 
appears is  substantially  increased,  i.e.,  by  41  per  cent.  At  interest 
rates  experienced  in  recent  years,  the  spread  is  even  worse.  For 
example,  at  7  per  cent,  annual  payments  are  reduced  by  27  per  cent  while 
total  payments  are  increased  by  47  per  cent.  The  Commission's  conclu- 
sion is  that  for  both  types  of  liability  the  conpetitive  disadvantage  of 
the  present  rule  has  been  exaggerated. 

What  is  regrettable,  if  not  suprising,  is  that  none  of  the  advo- 
cates of  extended  amortization  called  for  more  accuracy  in  the  actuarial 
assumptions  or  for  a  way  of  trying  to  avoid  the  seoning  inevitability  of 
sizeable  experience  deficiencies  every  three  years. 
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The  Commission  is  of  the  opinion  that  the  existing  amortization 
periods  are  reasonable,  keeping  in  mind  the  need  for  controlling  the 
solvency  of  the  plans  and  that  in  the  event  of  wind-up  of  the  plan 
promised  benefits  will  only  be  paid  to  the  extent  they  have  been  funded 
at  the  date  of  wind-up.  The  Commission  therefore  recommends  that  the 
existing  amortization  periods  for  the  funding  of  experience  deficiencies 
and   initial  unfunded  liabilities  remain  unchanged. 

Unfunded  Actuarial  Liability 

Having  examined  the  role  of  the  actuary  in  the  framework  of  the 
Pension  Benefits  Act  we  now  turn  to  the  item  revealed  by  the  actuary's 
work  which  is  of  most  concern  to  plan  sponsors  and  plan  members  -  un- 
funded actuarial  liability. 

In  its  simplest  terms,  the  unfunded  actuarial  liability  is  the  sum 
of  any  balances  remaining  unpaid  against  experience  deficiencies  and 
other  supplemental  liabilities.  It  is  also  defined  as  the  actuarial 
liability  of  a  plan  minus  its  assets  on  hand  at  a  particular  point  in 
time. 

As  was  shown  in  our  earlier  discussion.  Actuarial  Liability  means 
different  values  for  different  actuarial  funding  methods.  It  is  arrived 
at  differently  under  the  various  methods.  With  accrued  benefit  methods, 
it  is  the  present  value  of  all  pension  benefits  earned  for  actual  ser- 
vice to  date  and  no  consideration  is  given  to  further  pension  benefits 
which  may  be  earned  by  the  employee  in  the  future.  With  level  premium 
methods,  it  is  the  present  value  of  all  pension  benefits  for  both  past 
and  future  service,  less  the  present  value  of  future  normal  contribu- 
tions. With  aggregate  funding,  there  is  no  actuarial  liability  because 
future  contributions  are  fixed  at  a  level  which  covers  all  pension 
costs,  except  where  there  is  a  separate  detenaination  of  "supplemental 
liability."  (In  the  Pension  Commission's  study  of  October  1978,  6  of 
the  13  plans  using  aggregate  funding  had  some  "supplemental  liability" 
as  established  at  the  time  of  ccarimencement. ) 

Because  the  actuarial  liability  is  method-dependent,  the  unfunded 
actuarial  liability  is  in  part  method-dependent.  To  illustrate  the 
point,  we  extended  our  example  of  the  plan  starting  at  our  employee's 
age  40  with  full  credit  for  the  previous  7  years  of  service  discussed 
under  Funding  of  Other  Supplemental  Liabilities  by  assuming  that  in  the 
years  following,  the  employer  would  pay  the  normal  contribution  and  pay 
off  the  initial  unfunded  liability  by  equal  annual  instalments  over  15 
years.  On  the  same  assumptions  as  before,  the  first  year's  normal 
contributions  and  instalments  to  pay  off  the  initial  unfunded  liability 
for  tlie  three  plans  under  each  of  the  various  actuarial  funding  methods 
would  have  been  as  shown  in  Table  4.  This  table  has  been  prepared  to 
show  as  well  what  the  unfunded  actuarial  liability  would  be  if  the 
employer's  contribution  for  the  first  year  ("First  Year  Total  Payment") 
were  paid   into  the  plan  the  day  after  it  started. 
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When  these  figures  are  examined  and  it  is  remembered  that  the 
employee,  service  and  pension  entitlement  are  the  same  in  all  instances 
(but  differ  among  the  plans) ,  then  it  is  clear  from  the  variety  of 
figures  for  the  unfunded  actuarial  liability  for  every  type  of  plan  that 
this  figure  by  itself  is  not  an  indicator  of  the  health  of  one  plan  as 
conpared  to  another.  In  fact,  in  the  case  of  the  final  pay  plan,  the 
actuarial  funding  method  which  shows  the  lowest  unfunded  actuarial 
liability  -  Aggregate  Funding  -  also  has  a  lower  contribution  rate 
than  the  two  level  premium  methods  and  fewer  assets  on  hand  to  meet 
the  plan's  obligations.  (However,  the  contributions  will  eventually 
be  greater  under  the  Aggregate  Funding  method,  since  the  instalments 
or  special  payments  against  supplemental  liability  are  flat  dollar 
amounts  ceasing  after  15  years,  v\*iereas  the  normal  contributions  on  the 
Aggregate  Funding  method  will  all  rise  with  salary.)  Furthermore,  the 
Level  Premium  -  constant  per  cent  of  salary,  entry  age  normal  method 
shows  about  twice  the  amount  of  unfunded  actuarial  liability  shown  under 
the  Accrued  Benefit  -  projected  method  ($7,389  vs.  $3,517)  yet  it  also 
has  about  50  per  cent  more  in  assets  ($1,396  vs.  $939). 

It  seems  clear  then  that  the  absolute  dollar  amount  of  the  unfunded 
actuarial  liability  cannot  be  used  to  judge  the  relative  soundness  of 
different  plans  unless  the  same  actuarial  funding  methods  have  been 
adopted.  Nor  can  this  be  judged  by  expressing  such  liabilities  in  rela- 
tion to  the  net  worth  or  earnings  of  the  individual  employers  and  then 
comparing  them,  because  the  earnings  figure  in  particular  is  subject  to 
wide  swings  from  year  to  year  and  could  affect  these  relationships. 
However,  the  trend  or  rate  of  change  in  all  of  these  -  absolute  dol- 
lars, per  cent  of  net  worth,  number  of  years'  earnings  -  is  definitely 
significant  as  an  indication  of  future  costs  to  be  met,  or  the  degree 
of  funding  of  these  obligations,  or  the  size  of  any  new  contractual 
conmitments  by  em.ployers.  If  the  same  actuarial  funding  method  is 
consistently  used  in  a  particular  plan,  then  a  rapid  growth  in  the 
amount  of  unpaid  obligations  (unfunded  actuarial  liability)  could  well 
be  a  cause  for  concern. 

This  is  far  from  clear  to  the  public,  or  even  to  some  of  those 
working  fairly  closely  with  pension  plans.  For  example,  the  Teachers' 
Superannuation  Fund  had  unfunded  actuarial  liabilities  of  $558  million 
in  1972;  these  jumped  to  $1,397  million  in  1975.  During  the  hearings  we 
asked  a  senior  representative  of  the  teachers  whether  this  was  causing 
them  some  concern  and  the  reply  was  negative.  The  figure  of  $1,397 
million,  it  was  suggested,  could  have  been  changed  by  the  actuary  to 
virtually  any  other  amount. 

Retirees  of  tlie  Hospitals  of  Ontario  Pension  Plan  appear  not  to  be 
troubled  by  this  item  either.  Some  of  their  representatives  in  Hamilton 
appeared  at  our  hearings.  Referring  to  the  fund  statement  supplied  to 
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employees  and  retirees  showing  assets  much  in  excess  of  the  annual 
pension  payout,  they  asked  why  higher  pensions  could  not  be  paid.  There 
was  a  footnote  to  the  statement,  showing  unfunded  actuarial  liabilities 
in  the  considerable  sum  of  $37  million;  when  a  Commissioner  commented  on 
this,  it  was  clear  that  the  retirees'  representatives  had  not  noticed  it 
nor  did  they  understand  its  meaning  or  significance. 

These  groups  are  not  unique.  "Unfunded  actuarial  liability"  is  a 
confusing  if  not  meaningless  term  to  the  public.  While  perhaps  em- 
ployers should  ultimately  be  accountable  for  this  condition,  we  believe 
a  poor  job  of  explanation  and  communication  by  actuaries  has  been  a 
major  contributing  factor. 

Existence  of  cin  unfunded  actuarial  liability  in  itself  obviously 
tells  us  little  about  the  financial  position  of  the  employer  or  the 
plan.  First  of  all,  the  term  refers  to  a  contingent  liability;  it  does 
not  oblige  the  anployer  to  make  any  payments  beyond  those  due  at  the 
termination  date.  Fran  the  employees'  viewpoint,  moreover,  the  fact 
that  an  unfunded  actuarial  liability  is  present  is  not  always  evident, 
even  at  the  time  of  a  wind-up.  Solvency  of  a  plan  at  termination  may 
prove  entirely  adequate  if,  for  instance,  investments  are  realized  at  a 
high  percentage  of  their  book  value,  and  (as  has  been  the  case  in  the 
recent  period)  annuities  are  purchased  for  member's  benefit  entitle- 
ments at  highly  favourable  rates.  Liabilities  on  an  ongoing  basis, 
furthermore,  are  usually  much  higher  than  those  for  vested  benefits 
alone;  as  a  consequence,  members  who  have  attained  the  necessary  age  and 
service  for  vesting  seldom  experience  a  reduction  in  their  basic  pension 
entitlement. 

An  unfunded  actuarial  liability  is  recognized  by  accountants  as  a 
contingent  liability.  It  is  a  requirement  of  the  Canadian  Institute  of 
Chartered  Accountants  that  its  amount  and  the  rate  at  which  it  is  being 
charged  to  operations  be  shown  in  a  footnote  to  the  financial  state- 
ments. (19)  There  are  also  requirenents  under  the  Business  Corporations 
Act  of  Ontario  and  the  Ontario  Securities  Act  that  public  companies 
should  disclose  in  their  financial  statements  the  amount  of  unfunded 
pension  liabilities  and  the  manner  in  which  they  will  be  liquidated. 

The  fact  that  unfunded  actuarial  liabilities  are  large  in  amount  or 
accelerating  rapidly  is  not  necessarily  cause  for  alarm.  Many  different 
actuarial  funding  methods  are  in  use,  and  we  found  that  the  unfunded 
actuarial  liability  is  partly  method-dependent.  Level  premium  methods 
often  develop  liability  figures  a  great  deal  higher  than  the  earned 
benefit  figures  developed  under  acccrued  benefit  methods.  A  significant 
number  of  Ontario's  large  plans  (each  having  over  1,000  active  members) 
use  Level  Premium  methods.  A  variety  of  asset  valuation  methods  are  in 
use  as  well,  and  we  found  that  some  of  these,  even  though  consistently 
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followed,  can  have  distorting  effects  on  the  amount  of  unfunded  actu- 
arial liability.  We  noted  in  particular  the  method  whereby  fixed 
inccrae  securities  are  valued  at  the  actuarially  assumed  interest  rate. 
Finally,  whether  the  plan  uses  conservative  assumptions  or  otherwise 
can  make  a  significant  difference  in  tlie  amount  of  unfunded  actuarial 
liabilities. 

As  for  the  fact  that  the  amounts  are  increasing  rapidly,  it  is 
important  to  know  tlie  source  of  such  increases  -  experience  deficiency 
or  other  supplemental  liabilities.  If  the  latter,  it  may  relate  to  plan 
improvements  or  strengthening  of  actuarial  assumptions.  If  a  plan  im- 
provement is  involved,  we  must  presume  it  was  a  deliberate  and  measured 
act  by  the  employer  and  that  regular  payments  will  be  scheduled  to 
liquidate  it  over  15  years  at  most.  If  the  strengthening  of  actuarial 
assumptions  is  involved,  it  may  be  that  the  employer  has  discovered  to 
his  surprise  and  regret  that  his  pension  plan  is  going  to  cost  more  than 
originally  estimated.  And  if  an  experience  deficiency  is  the  cause  of 
the  increase,  then  the  employer  has  discovered  positively  that  the  plan 
is  costing  more  in  the  short  term  at  least,  and  possibly  in  the  long 
term  as  well.  This  should  be  the  most  unpalatable  source  of  increases 
in  unfunded  actuarial  liabilities. 

That  is  not  to  say  that  some  large,  rapidly  increasing  unfunded 
actuarial  liabilities  should  not  be  a  cause  for  concern.  They  can 
represent  a  significant,  even  onerous,  obligation  to  be  charged  against 
the  employer's  future  operations.  They  may  signal  an  unhealthy  trend  in 
underlying  pension  costs  and  in  new  contractual  commitments  by  the 
employer.  They  could  tax  tlie  resources  of  an  enterprise  during  periods 
of  unsettled  econonic  conditions  such  as  those  experienced  in  the  1973 
OPEC  crisis.  Part  of  the  problem  with  adjustment  to  avoid  further 
experience  deficiencies  is  that  actuarial  valuations  need  only  be  done 
every  three  years  and,  allowing  for  reporting  time,  it  may  be  four  or 
even  five  years  before  the  experience  deficiency  is  revealed.  Each  year 
in  the  meantime,  the  adequacy  of  funding  may  have  fallen  further  behind. 

The  key  to  permitting  unfunded  actuarial  liabilities  to  continue 
over  a  period,  whether  for  experience  deficiencies  or  supplemental 
liabilities,  is  the  ability  of  the  employer  to  continue  in  business  and 
make  the  orderly  payments  required  both  for  regular  funding  and  to  cover 
the  extra  liabilities.  There  should  be  fewer  unpleasant  surprises  to 
employees  when  an  employer  is  no  longer  able  to  carry  on  or  the  plan  is 
wound  up  for  some  other  reason.  How  v^ell  funded,  therefore,  are  pension 
plans  in  Ontario? 


FUNDED  STATUS  OF  TRUSTEED  EMPLOYMENT  PENSION  PLANS  IN  OSiTARIO 

In  1975,  the  Pension  Commission  of  Ontario  published  a  report 

on  the  funded  status  of  943  trusteed  pension  plans  registered  by  the 

caiimission  out  of  a  total  of  2,564  plans  exclusive  of  those  in  the 
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public  sector.  Ihe  underlying  data  were  derived  from  actuarial  valua- 
tion reports  filed  in  1971,  1972,  and  1973.  It  was  acknowledged  that 
valuations  on  accrued  benefit  and  level  premium  methods  were  not  fully 
comparable,  and  that  very  different  sets  of  assumptions  were  used  in 
the  different  reports.  It  used  the  surplus  or  unfunded  actuarial 
liability  as  shown  in  the  actuary's  report,  no  natter  what  assumptions, 
methods,  or  asset  values  were  adopted.  Ihere  are  tlius  several  important 
limitations  to  the  study,  all  identified  by  the  commission;  but  it 
proved  a  useful  and  informative  reference.  A  summary  of  the  study's 
findings  is  set  out  in  Table  5. 

Table  5 

Funded  Status  of  943  Trusteed  Pension  Plans  in  Ontario,   1971-73 


Plans  showing 

Plans 

an  unfunded 

showing  a 

actuarial 

surplus 

liability 

Total 

1 

(Thousands  of  dollars) 

Funded  status 

Total  liabilities 

446,760 

3,495,954 

3,942,714 

Total  assets 

504,595 

2,375,103 

2,879,698 

Surplus 

57,835 

57,835 

Unfunded  actuarial 

liability 

1,120,851 

1,120,851 

Number  of  plans  surveyed 

301  (32%) 

642  (68%) 

943 

Number  of  employees 

covered 

77,260  (16%) 

406,770  (84%) 

484,030 

Source     Pension  Commission  of  Qitario. 

The  table  siiows  that  32  per  cent  of  the  plans  covering  16  per  cent 
of  the  QTiployees  reported  a  surplus,  the  amount  of  wiiich  averaged  13  per 
cent  of  the  total  liabilities.  Sixty-eight  per  cent  of  the  plans 
covering  84  per  cent  of  the  employees  reported  an  unfunded  actuarial 
liability  the  amount  of  wliich  averaged  32  per  cent  of  total  liabilities. 
This  of  course  does  not  imply  that  plans  with  an  unfunded  actuarial 
liability  could  only  meet  68  per  cent  of  the  earned  pensions  if  the 
plans  were  wound  up,  since  many  actuarial  valuations  were  on  a  projected 
basis  or  allowed  for  future  salary  and  wage  increase  or  for  other 
conservative  elements. 

The  unfunded  actuarial  liability  of  $1,121  million  is  further  ana- 
lyzed between  initial  unfunded  liabilities  and  experience  deficiencies 
and  by  plan  type  in  Table  6. 
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Table  6 

Unfunded  Actuarial  Liability  by  Plan  Type,  943  Trusteed  Pension  Plans 

in  Ontario 


Initial 

Total  unfunded 

unfunded 

Experience 

actuarial 

Type  of  plan 

liabilities 

deficiencies 

liabilities 

Career  average  plans 
Final  pay  plans 
Flat  benefit  plans 
Composite  benefit  plans 

All  plans  surveyed 


(Thousands  of  dollars) 


Career  average 
Final  pay 
Flat  benefit 
Composite 


127,632 

2,526 

130,158 

227,387 

14,841 

242,228 

728,158 

4,533 

732,691 

15,403 

371 

15,774 

1,098,580 

22,271 

1,120,851 

Per  plan 

member 

(Dollars) 

1,444 

29 

1,473 

2,031 

133 

2,164 

3,737 

23 

3,760 

1,326 

32 

1,358 

All  plans  surveyed 


2,700 


55 


2,755 


Source     Pension  Commission  of  Qitario. 

Frcm  Table  6  we  see  that  of  the  total  unfunded  actuarial  liabili- 
ties of  $1,121  million,  $1,099  million  was  initial  unfunded  liability 
and  only  $22  million  was  experience  deficiency.  While  inflation  had  not 
reached  high  levels  in  the  1971-73  period,  the  definition  of  experience 
deficiency  was  then  more  stringent  than  it  is  now  since  the  test  valua- 
tion procedure  (permitting  some  part  of  an  experience  deficiency  to 
be  classified  as  initial  unfunded  liability)  had  not  been  developed. 
Possibly  experience  deficiencies  would  account  for  a  larger  part  of  un- 
funded actuarial  liabilities  in  a  highly  inflationary  climate,  but  this 
may  not  be  readily  discernible  with  the  test  valuation  in  operation. 

When  the  survey  results  are  analyzed  by  type  of  pension  plan  it  is 
seen  that  experience  deficiencies  were  most  serious  in  final  pay  plans, 
no  doubt  because  of  salary  increases.  However,  flat  benefit  plans  had 
the  largest  unfunded  actuarial  liabilities  per  plan  member  and  the 
lowest  experience  deficiency.  This  reflects  the  fact  that  inflation  may 
be  met  through  negotiated  pension  increases  in  flat  benefit  plans, 
giving  rise  to  new  initial  unfunded  liabilities,  whereas  in  final  pay 
plans  pension  increases  are  automatic  with  salary  increases,  and  may 
give  rise  to  experience  deficiencies.  The  ability  to  distinguish 
between  classes  of  liability  in  these  plan  types  has  been  lessened  by 
the  amendments  to  the  Pension  Benefits  regulation  allowing  the  test 
valuation. 
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A  later  funding  study  has  not  been  done  by  the  Pension  Commission 
of  Ontario  for  the  years  after  1973  when  salaries  rose  rapidly  with 
inflation,  nor  has  anyone  else  produced  such  information  about  the 
funding  status  of  private  and  public  sector  employment  pension  plans  in 
Ontario.  However  the  Financial  Executives  Institute  of  Canada  has 
conducted  four  pension  plan  surveys  among  its  members  since  iy7b,  and 
these  have  produced  some  useful  and  more  current  information  on  the 
subject,  although  it  relates  to  Canada  as  a  whole  rather  than  just 
Ontario. 

The  fourth  FEI  pension  report  was  released  in  March  1980  and  covers 
205  respondents  out  of  a  possible  total  of  some  550.  The  employers 
represented  by  the  respondents  had  a  total  net  capital  employed  of 
$227.8  billion,  990,000  employees,  and  pension  funds  (as  of  the  1978 
fiscal  year  end)  totalling  some  $14.6  billion  -  the  equivalent  of 
6.4  per  cent  of  net  capital  employed.  Pension  funds  in  this  sample 
approximated  41  per  cent  of  1978  assets  of  trusteed  pension  funds  in 
Canada  as  reported  by  Statistics  Canada. 

Like  the  Pension  Commission  of  Qitario  study,  this  vork  has  impor- 
tant limitations,  but  it  contains  some  interesting  infonnation  about  the 
funding  status  of  private  employment  pension  plans  in  Canada,  including 
the  following: 

1.  Although  unfunded  actuarial  liabilities  exhibited  significant 
growth  over  tlie  survey  period  (1974-1978),  their  growth  rate 
was  less  than  that  of  total  actuarial  liabilities.  Addi- 
tionally, unfunded  actuarial  liabilities  as  a  percentage  of 
shareholders'  equity  and  net  capital  employed  exhibited  a  more 
stable  pattern  in  this  report  compared  to  the  previous  FEI 
survey . 

2.  At  latest  actuarial  valuations  (mainly  1978)  57.0  per  cent  of 
respondents  indicated  their  plans  had  actuarial  deficits, 
whereas  32.2  per  cent  of  plans  were  in  a  surplus  position.  Use 
of  aggregate  funding  or  other  actuarial  valuation  methods  v\^ich 
resulted  in  no  surplus  or  deficit  accounted  for  the  remainder 
of  the  plans. 

3.  Average  unfunded  liabilities  and  experience  deficiencies  at 
latest  actuarial  valuations  (mainly  1978)  declined  from  22.2 
per  cent  to  20.2  per  cent  of  total  liabilities. 

With  regard  to  public  sector  onployment  pension  plans  in  Ontario, 
the  Gcanmission's  consulting  actuary,  Keith  H.  Cooper,  carried  out  a 
study  in  late  1978  of  the  six  major  plans.  The  latest  information  on 
their  funding  status  at  that  time  is  summarized  in  Table  7.  (A  full 
discussion  of  funding  of  the  public  sector  plans  is  to  be  found  in 
Volume  VI  of  tlie  Commission's  report.) 
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Plans  v\tiich  show  surpluses  (e.g.,  OMERS  and  WCB)  are  fully  funded 
according  to  the  Pension  Benefits  Act.  The  other  four  have  large 
unfunded  actuarial  liabilities  kxit  have  made  provision  for  their  orderly 
liquidation  over  time,  and  so  are  provisionally  funded  according  to  the 
Pension  Benefits  Act.  Accordingly,  all  six  plans  are  deemed  under  the 
act  to  be  solvent. 

If  the  Commissioners  were  asked  simply,  "Are  the  trusteed  employ- 
ment pension  plans  in  CTitario  safe?",  probably  the  best  answer  we  could 
give  based  on  these  studies  would  be,  "We  think  so"  or,  "By  and  large, 
yes."  There  is  no  problem  with  money-purchase  and  insured  plans,  but  it 
is  a  difficult  question  to  answer  for  sane  3,000  defined  benefit  plans 
collectively  -  infinitely  more  so  than  for  an  individual  plan.  The  most 
obvious  measure  of  a  pension  plan's  strength  is  the  degree  to  which 
assets  have  been  set  aside  to  pay  retirement  benefits,  or  the  amount  of 
unfunded  actuarial  liabilities. 

Since  the  most  current  formal  report  we  have  on  unfunded  actuarial 
liabilities  from  the  Pension  Canmission  of  Ontario  is  based  on  actuarial 
valuation  reports  as  far  back  as  1971-73,  we  sought  the  opinion  of 
J.  Wells  Bentley,  Superintendent  of  Pensions  for  Ontario.  It  was  his 
opinion  tliat  the  funded  status  today  (early  1980)  is  not  materially  dif- 
ferent froTi  that  in  the  last  study  because  the  coiibination  of  strength- 
ened actuarial  assumptions  since  the  early  1970s  and  good  investment 
performance  by  many  pension  funds  would  have  improved  the  overall  funded 
status.  This  is  in  line  with  the  results  of  the  recent  FEI  study  just 
mentioned  and  Keith  Cooper's  assessment  of  public  sector  plans  for  1976 
and  1977. 

A  second  way  to  judge  the  efficacy  of  funding  to  date  is  to  look  at 
the  actual  experience  in  wind-ups  and  bankruptcies.  The  Superintendent 
of  Pensions  reported  that  in  the  last  eight  years  there  had  been  only 
one  instance  among  all  the  plant  shutdowns  or  other  voluntary  termina- 
tions or  bankruptcies  in  which  all  employees  vested  under  the  terms  of 
the  plan  (which  can  be  earlier  but  not  later  than  age  45  and  10  years' 
service  under  the  statute)  had  not  obtained  their  full  basic  pension 
entitlement.  The  single  exception  resulted  from  the  shutdown  of  the 
Prestolite  plant  in  Sarnia  at  the  end  of  1978.(20)  In  that  case  96.5 
per  cent  of  the  basic  benefits  were  paid;  and  the  basic  benefits  might 
have  been  fully  covered  if  the  union  and  management  had  not  agreed  to 
make  special  provision  for  those  eligible  for  retirement  but  not  yec 
retired. 

The  Prestolite  case  illustrates  two  important  points  on  funding 
which  must  not  be  ignored.  Benefits  arising  frcm  improvements  under  the 
plan  paid  for  as  supplemental  liabilities  over  15  years  and  not  yet  paid 
for  at  the  time  of  the  closure  were  cut  back  so  that  they  were  paid 
only  to  the  extent  funded  at  the  time  of  the  closure.  The  Commission 
is  concerned  that  this  effect  of  amortized  funding  is  not  understood 
or  communicated  to  the  employees.  A  series  of  benefit  improvements 
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with  their  acconpanying  unfunded  liabilities  can  be  instituted  with  no 
regulatory  control  v\^atsoever  as  long  as  the  cost  is  provided  for  by 
special  payments  over  as  long  as  15  years. 

The  improved  benefits  may  be  conmunicated  to  the  enployee  who  then 
expects  to  receive  them  as  part  of  the  pension  benefit  without  concern 
about  funding.  It  canes  as  a  shock  and  disappointment  to  the  employee 
to  be  told  on  a  wind-up  that  benefits  will  be  cut  back.  One  v\Ould  doubt 
whether  the  employee  could  or  would  distinguish  between  basic  benefits 
and  those  payable  "to  the  extent  funded."  Flat  benefit  plans,  found 
primarily  in  union-organized  work  settings,  are  customarily  improved 
each  time  a  collective  agreement  is  renegotiated.  The  result  is  a 
series  of  improvements  funded  over  15  years  with  different  cycles  for 
canpletion  of  the  amortization.  Although  union  officials  may  be  aware 
of  the  problems,  the  Commission  is  not  satisfied  that  the  matter  is 
always  brought  to  the  attention  of  employees  in  a  clear  enough  manner. 
The  Commission  sees  the  need  for  explicit  disclosure  to  the  individual 
employee  on  the  funding  process  for  each  plan  improvement. 

The  second  point  of  concern  to  the  Commission  arises  from  a  type  of 
plan  improvement  which  has  an  immediate  but  indirect  effect  on  the 
funding.  Such  an  improvement  is  a  provision  for  early  retirement 
without  actuarial  reduction.  The  effect  of  this  change  is  hard  to 
predict  for  funding  purposes.  The  availability  of  an  unreduced  pension 
may  be  more  attractive  than  expected,  so  that  more  employees  retire 
early.  In  this  case  there  will  be  an  extra  drain  on  the  fund,  leaving 
less  available  to  cover  basic  pension  benefits;  but  the  shortfall  will 
not  be  measured  until  the  next  actuarial  valuation,  when  an  experience 
deficiency  may  be  revealed.  In  the  result  a  benefit  is  being  paid  (not 
just  promised)  for  v\^ich  the  funding  is  amortized  over  15  years,  while 
also  producing  an  experience  deficiency  wliich  will  not  be  covered  for  5 
years.  If  the  plan  is  wound-up  shortly  after  such  improvement,  the 
basic  pension  benefits  may  well  be  in  danger  of  cut-back. 

With  these  problons  implicit  in  the  funding  structure  the  Commis- 
sion finds  it  difficult  to  rely  on  the  experience  to  date  in  assessing 
the  financial  soundness  of  existing  employment  pension  plans.  The 
fact  that  basic  vested  benefits  have  generally  been  protected  from 
cut-backs  on  wind-up  tells  us  nothing  about  losses  experienced  by  those 
who  are  not  vested  on  a  wind-up  in  situations  where  the  funding  is  not 
sufficient  to  pay  all  accrued  benefits.  Nor  does  it  reveal  any  of  the 
ccmplexities  within  the  funding  requirements  of  the  Pension  Benefits  Act 
which  permit  certain  types  of  benefits  to  be  exempted  from  vesting  so 
that  there  may  be  little  protection  for  such  benefits  on  wind-up  even 
for  those  whose  basic  benefits  are  vested  under  the  45  and  10  rule.  In 
particular,  we  recognize  that  "bridging  benefits"  -  for  those  who  retire 
before  age  65,  in  amounts  approximating  expected  payments  from  OAS  and 
CPP  -  may  be  exempted  fron  vesting  under  Section  13  of  the  regulation. 
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We  also  recognize  that  the  past  is  not  necessarily  a  reliable 
guide  to  the  future.  In  the  future  there  may  be  increased  pressures  on 
pension  funds  because  of  unfavourable  econcmic  conditions.  With  this  in 
mind,  there  are  a  number  of  areas  where  the  Commission  believes  changes 
should  be  made  to  improve  funding  and  hence  the  protection  of  employee 
benefits.  However  in  the  Commission's  opinion  the  recent  attacks  on  the 
funding  of  employment  pension  plans,  at  least  to  the  extent  they  concern 
Ontario  plans,  are  not  justified.  Ihey  may  arise  either  fron  incomplete 
understanding  or,  in  some  quarters,  a  desire  for  sensationalism.  The 
Pension  Benefits  Act  has  provided  orderly  and  sound  financing  for  plans 
over  the  period  since  its  inception  in  1965.  It  has  been  administered 
with  a  view  to  balancing  the  need  to  protect  the  employee  benefits  and 
the  need  to  encourage  more  employers  to  undertake  pension  plans. 

Funding  Recommendations 

Experience  Deficiencies 

An  experience  deficiency  is  a  signal  that  actual  experience  is 
different  fron  the  actuarial  projection  for  the  funding  pattern.  In 
the  mid-1970s  when  salaries  had  been  increasing  with  inflation  and 
investment  returns  were  poor,  the  regulations  were  changed  to  allow  sane 
experience  deficiencies  to  be  treated  like  initial  unfunded  liabilities 
and  so  amortized  over  15  years.  This  eased  the  burden  on  employers. 
However  it  also  had  the  effect  of  obscuring  the  extent  of  experience 
deficiencies  and  thus  the  extent  to  which  unfunded  liabilities  in  the 
plan  should  give  cause  for  concern.  The  Commission  is  concerned  about 
the  loss  of  a  clear  distinction  between  experience  deficiencies  and 
initial  unfunded  liabilities.  It  does  not  agree  that  the  amortization 
period  for  experience  deficiencies  should  be  extended  beyond  5  years  nor 
that  this  should  be  accomplished  indirectly  through  the  test  valuation. 

The  Canmission  recaiimends  that  the  test  valuation  approach  be  dis- 
continued. At  the  same  time  the  Commission  would  like  to  see  experience 
deficiencies  reduced  in  the  future.  We  were  struck  by  the  seeming 
inevitability  of  sizeable  experience  deficiencies  every  three  years 
when  short-term  events  are  measured  against  long-term  assumptions.  We 
believe  it  should  be  possible  to  make  more  accurate  assumptions  as 
to  interest,  salary  increases,  termination  rates  and  other  actuarial 
factors  for  a  three-year  period  (the  duration  of  the  valuation)  than  for 
the  long  term  of  thirty  years  or  more.  Certainly  many  companies  already 
engage  in  budgeting  and  forecasting  procedures  which  generate  most  of 
the  data  required  for  the  short-term  assumptions.  Other  items  such  as 
investment  return  are  largely  known  at  the  valuation  date;  although 
capital  gains  or  losses,  if  recognized  in  the  interest  rate,  could  cause 
substantial  disturbances.  While  anployers  may  have  to  pay  more  in  the 
near  term,  we  think  they  would  prefer  to  see  more  realism  in  the  whole 
process . 
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The  Commission  considered  the  use  of  select  and  ultimate  rates  for 
the  assumptions  in  actuarial  valuations,  i.e.,  realistic  short-term 
assumptions  for  say  the  three-year  duration  of  the  valuation  and  long- 
term  rates  thereafter.  We  note  that  the  actuaries  for  the  Teachers' 
Superannuation  Fund  have  done  just  that  for  the  interest  rate  and  salary 
scale.  However,  we  are  persuaded  that  our  approach  may  be  overly 
simplistic  -  that  it  would  complicate  the  calculations  and  increase  both 
the  technical  expertise  required  and  the  cost  of  the  actuarial  work.  It 
could  be  especially  hard  for  small  operations.  We  are  therefore  not 
making  any  recaranendation  on  this  point,  but  we  canmend  to  the  actuarial 
profession  and  the  employers  for  vihom  they  work  the  idea  that  actuaries 
should  pay  closer  attention  to  the  early  years  in  an  actuarial  valuation 
and  use  more  explicit  assumptions  with  a  view  to  increasing  the  realism 
and  reducing  the  margin  of  adjustment  or  experience  deficiency.  This 
and  our  recanmendations  below  are  all  in  line  with  the  Commissioners' 
whole  approach  to  pensions,  v^ich  is  that  the  relationship  of  the  cost 
to  the  benefit  should  be  readily  and  immediately  visible. 

With  regard  to  discontinuance  of  the  test  valuation,  pension  plans 
should  be  allowed  some  time  to  adjust  to  the  new,  tighter  condition. 
Since  at  the  time  of  release  of  our  report  the  expected  latest  actuarial 
valuations  due  for  filing  with  the  Pension  Commission  of  Ontario  will 
be  those  for  periods  ending  in  1979,  we  decided  that  all  actuarial 
valuations  as  of  June  30,  1982  or  earlier  should  be  permitted  to  use  the 
test  valuation. 

Our  recommendations  are: 

The  test  valuation  for  determining  experience  deficiencies  and 
initial  unfunded  liabilities  should  be  discontinued  and  not  allowed 
to  be  used  for  any  actuarial  valuation  due  after  June  30,  1982; 

Any  experience  deficiencies  deemed  to  be  initial  unfunded  actuarial 
liabilities  under  the  test  valuation  in  the  past  or  the  future 
up  to  June  30,  1982  valuations  may  be  liquidated  in  accordance 
with  the  current  rule,  i.e.,  by  an  immediate  lump  sum  payment 
or  by  equal  annual  payments  over  not  more  than  15  years  from  the 
valuation  date  as  of  vvhich  they  were  discovered; 

All  other  experience  deficiencies  must  be  liquidated  by  an  immedi- 
ate lump  sum  payment  or  by  equal  annual  payments  over  not  more  than 
5  years  fran  the  valuation  date  as  of  which  they  were  discovered. 

We  recognize  that  these  recommendations  are  a  return  to  the  situa- 
tion where  flat  benefit  plans  upgraded  by  periodic  negotiations  and 
updated  career  average  plans  have  a  distinct  funding  advantage  over 
other  defined  benefit  plans,  since  such  upgrading  results  in  an  initial 
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unfunded  liability  and  a  15-year   amortization.      This   problem   is  dis- 
cussed  in  the  next  section. 

Other  Supplemental  Liabilities 

Supplemental  liabilities  arise  mainly  from  past  service  on  start- 
up of  a  plan,  plan  improvements,  and  the  strenvjthening  of  actuarial 
assumptions. 

Initially  a  longer  period  (15  years)  was  allowed  for  financing 
these  as  opposed  to  experience  deficiencies  (5  years)  on  the  grounds 
that  all  are  desirable  moves  which  should  not  be  discouraged  by  too 
stringent  requirements  for  payment. 

One  problem  with  such  a  rule  is  that  in  plans  which  regularly 
make  updates  or  improvements  in  benefit  levels  (usually  flat  benefit 
or  career  average  plans),  whether  through  collective  bargaining  or 
otherwise,  a  string  of  successive  improvements  can  each  be  only  partly 
financed  at  any  point  in  time.  Ihese  are  said  to  be  thinly  funded  and, 
in  the  event  of  termination  of  the  plan  for  whatever  reason,  benefits 
will  only  be  paid  to  the  extent  funded  at  the  time  of  wind-up.  We  had 
an  unhappy  illustration  of  this  very  condition  in  the  Prestolite  wind-up 
where  the  brunt  of  the  shortfall  in  assets  was  borne  by  those  employees 
who  fiere  not  vested  under  the  45  and  10  rule  and  received  nothing,  even 
though  some  of  them  had  more  than  15  years'  service  and  one  had  25 
years'  service. 

We  considered  providing  greater  funding  security  for  benefits  in 
the  event  of  plan  termination  by  requiring  that  a  certain  percentage  of 
the  cost  of  a  plan  improvement  be  paid  up  before  new  improvements  were 
permitted.  We  considered  requiring  a  more  conservative  actuarial 
funding  method  (e.g.,  level  premium  vs.  accrued  benefit)  or  a  shorter 
payment  period  than  15  years  for  plans  making  frequent  upgrades.  We 
thought  of  requiring  two  years'  extra  instalments  against  outstanding 
supplonental  liabilities  in  the  event  of  plant  shutdown  or  relocation; 
but  that  was  rejected  because  it  would  create  a  double  standard  for  plan 
terminations. 

In  the  result,  all  the  foregoing  possibilities  were  rejected, 
partly  at  least  because  they  could  prove  a  deterrent  to  establishment  of 
plans  or  to  bargaining  for  improvements.  We  recommend,  however,  that 
the  Pension  Commission  of  Ontario  study  this  matter  with  a  view  to 
bringing  frequent  improvements,  especially  of  flat  benefit  plans,  into 
line  with  the  funding  requirements  for  final  average  plans.  The  results 
of  thin  funding  may  be  brought  forcibly  to  light  if  current  economic 
conditions  force  more  plant  closures.  In  addition,  we  recommend  that 
the  possibility  of  cut-backs  in  benefits  funded  over  a  future  period  be 
clearly  brought  to  the  attention  of  individual  employees  through  the 
disclosure  mechanism  reccmmended  in  Chapter  13. 
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TERMINATION  OF   mPLOYMENT  PENSION   PLANS 

Voluntary  Terminations 

An  onployer  has  the  right  to  terminate  the  pension  plan  at  any 
time,  subject  of  course  to  the  terms  of  any  collective  agreement  with  a 
union.  In  that  event  all  cash  payments  out  of  a  trust  fund  will  be 
taxed  in  the  hands  of  the  recipients,  unless  the  payments  are  trans- 
ferred with  the  approval  of  Revenue  Canada  to  another  registered  employ- 
ment pension  plan  or  unless  the  funds  are  used  to  buy  deferred  annuities 
for  anployees.      (Eventual  benefit  payments  are  taxable  when  received.) 

Under  the  Pension  Benefits  Act,  if  a  pension  plan  is  wound  up 
or  terminated  the  employer  is  obliged  to  pay  all  amounts  that  would 
otherwise  have  been  required  under  the  funding  rules  up  to  the  date  of 
plan  termination.  The  date  of  termination  may  not  be  made  retroactive 
by  the  employer.  Thus  the  fund  at  the  time  of  wind-up  should  include 
all  current  service  contributions  plus  a  proportion  of  the  payments  to 
cover  initial  unfunded  liabilities  and  experience  deficiencies  depending 
on  the  nun±)er  of  years  since  such  liabilities  were  created.  If  the 
wind-up  date  is  part-way  through  the  plan  year,  part  payments  are  due  to 
that  date. 

An  actuary's  report  must  be  prepared  and  filed  with  the  Pension 
Commission  to  establish  how  the  assets  of  the  fund  are  to  be  divided, 
the  first  step  being  to  establish  the  actuarial  liability  for  all  bene- 
fits for  current  employees,  retirees,  and  terminated  vested  deferred 
annuitants. 

Current  employees  are  given  full  and  immediate  vesting  for  all 
service  up  to  the  wind-up  date,  regardless  of  the  45  and  10  rule  or  the 
plan's  own  vesting  rule.  In  a  contributory  plan  the  liability  is  the 
greater  of  the  value  of  the  pension  benefit  earned  or  the  employee's 
cumulative  contributions,   witli  interest  if  provided  by  the  plan. 

If  there  are  more  assets  than  needed  to  cover  all  these  liabili- 
ties, no  part  of  the  surplus  assets  can  revert  to  the  employer  unless 
the  terms  of  the  pension  plan  so  provide.  In  the  absence  of  such  a 
provision,  all  assets  belong  to  the  plan  participants.  In  1972,  the 
Supreme  Court  of  Ontario  found  that  the  employees  of  Kent-McClain  of 
Canada  Limited  were  entitled  to  the  surplus  fron  a  discontinued  pension 
plan  in  spite  of  an  attempt  by  the  conpany  to  secure  tlie  surplus  by  an 
amendment  to  the  plan  just  before   it  was  discontinued. 

If  the  assets  are  not  sufficient  to  cover  all  liabilities,  it  is 
necessary  to  recalculate  tenefit  credits  for  active  and  retired  members 
alike  according  to  v^hether  or  not  certain  benefits  have  been  funded  and 
to  what  extent.  The  precise  nature  of  these  cut-backs,  under  Section 
21(7)  of  the  act  and  Section  11  of  tlie  regulation,  is  governed  in  part 
by  the  statutory  vesting  rule  and   in  part  by  the  actuary's  opinion  as  to 
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what  reductions  are  necessary  to  "prevent  unfair  impairment  of  the  other 
pension  benefits  accrued  under  the  plan."  Finally,  the  available  assets 
must  be  allocated  among  the  various  classes  of  employees,  retirees, 
surviving  beneficiaries,  and  former  employees  with  vested  deferred 
pensions. 

The  allocation  will  favour  vested  benefits  and  also  those  benefits 
for  which  funding  has  been  provided.  It  should  be  noted  that  not  all 
benefits  provided  under  a  pension  plan  are  necessarily  protected.  The 
Pension  Benefits  Act  first  protects  the  basic  pension  rights  for  vested 
employees.  There  is  not  a  very  clear  picture  of  how  various  other 
benefits  will  be  treated.  The  Pension  Benefits  Act  specifically  permits 
sane  benefits  to  be  excluded  from  vesting.  For  example,  "bridging 
supplements"  are  often  exempted  from  vesting  under  Section  13  of  the 
regulation  and  are  not  protected  on  wind-up  under  the  primary  protection 
accorded  vested  benefits.  Escalated  Adjustments  (indexing  payments  tied 
to  changes  in  the  CPI  or  AIW)  may  be  exempted  from  funding  under  the 
regulations  and  likewise  receive  no  protection  against  cut-backs  on 
wind-up.  Certainly  it  is  highly  unlikely  that  many  plan  members  are 
aware  of  the  conplexities  of  allocation  of  assets  on  wind-up. 

Even  if  retirees  receive  first  priority  in  the  distribution  of 
assets,  their  benefits  may  be  cut  back  to  less  than  the  pension  they 
received  at  retirement.  For  example,  if  a  person  retired  two  years 
after  a  plan  improvement  had  been  made  and  the  plan  were  to  terminate 
three  years  later,  this  person's  pension  could  be  cut  by  10/15ths  or 
two-thirds  of  the  amount  of  the  increase  if  the  funding  of  that  improve- 
ment had  been  made  only  to  the  extent  of  one- third  (5  years'  payments  of 
the  15  scheduled). 

It  is  conceivable  the  same  employee  would  have  received  a  post- 
retirement  improvement  as  well  and  would  have  that  cut  as  well,  and  by 
more  than  two- thirds.  The  first  reduction,  however,  is  of  greater 
concern.  Such  a  reduction  is  repugnant  to  the  whole  concept  of  pensions 
and  their  funding,  which  is  that  a  promise  is  made  and  money  is  set 
aside  systematically  over  the  entire  worklife  so  that  when  retirement 
age  is  reached  the  necessary  funds  should  be  on  hand  to  provide  the 
premised  pension. 

The  Commission  therefore  recommends  that  the  Pension  Benefits  Act 
be  amended  so  that  the  amount  of  the  pension  benefit  payable  at  time  of 
retirement  to  an  employee  v\^o  retired  at  normal  retirement  age  or  who  is 
eligible  to  retire  at  the  time  of  the  wind-up  shall  be  deemed  to  be 
fully  funded,  regardless  of  the  extent  to  which  it  has  in  fact  been 
funded.  This  will  ensure  that  in  the  event  of  a  plan  termination,  this 
group  of  pensioners  will  at  least  be  credited  with  the  full  amount  of 
the  pension  they  were  receiving  at  retirement.  They  would  still  be 
eligible  for  post-retirement  improvements  only  to  the  extent  funded. 
The  Commission  also  recommends  that  this  principle  be  extended  to  those 
who  have  taken  early  retirement  (witli  reduced  or  unreduced  pensions)  and 
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to  those  v^o  were  eligible  for  early  retirement  at  least  six  months 
prior  to  the  date  of  wind-up. 

The  Commission  does  not  reccriimend  any  extra  funding  imrued lately  to 
acconpany  tliis  provision;  but  where  a  plan  has  segregated  its  assets 
between  active  lives  and  retired  lives  for  retirees  opting  for  partici- 
pating annuities,  a  transfer  of  funds  should  be  made  to  the  retired 
lives  accounts  to  reflect  this  provision.  In  due  course  actuaries 
should  include  in  their  calculations  the  effect  of  this  fully  funded 
entitlement. 

The  Pension  Benefits  Act  of  Ontario  does  not  set  out  priorities  for 
allocations  on  wind-up  to  the  classes  and  categories  mentioned  above, 
although  it  does  provide  that  all  contributions  made  after  tlie  act  came 
into  force  in  respect  to  the  deferred  life  annuity  of  an  individual  are 
to  be  applied  towards  that  annuity.  The  Quebec  Supplemental  Pension 
Plans  Act  does  provide  an  explicit  order  of  priority  to  be  applied  when 
a  pension  plan  is  being  wDund  up,  the  first  four  of  v^iich  are: 

1.  the  deferred  annuity  prescribed  in  the  act  for  every  employee 
and  former  anployee  as  if  he  had  terminated  his  employment  on 
the  day  the  plan  terminated; 

2.  the  pensions  to  pensioners  and  employees  above  retirement  age 
arising  from  their  contributions  made  after  ly65,  other  than 
voluntary  additional  contributions; 

3.  the  pensions  to  other  employees  arising  from  their  contri- 
butions made  after  1965,  other  than  voluntary  additional 
contributions; 

4.  the  pension  from  voluntary  additional  contributions. 

The  low  priority  attached  to  voluntary  additional  contributions  is 
in  sharp  contrast  to  the  position  in  the  United  States,  where  they 
are  placed  first.  This  illustrates  the  difficulty  in  deciding  among 
the  claims  of  different  groups  -  for  example,  pensions  to  present 
pensioners,  pensions  vested  under  the  act,  and  pensions  paid  for  by 
employees'  cwn  contributions. 

Although  the  Pension  Benefits  Act  does  not  set  out  wind-up  prior- 
ities, this  feature  is  often  part  of  the  plan  itself.  The  PCO  has 
established  internal  guidelines  for  this  purpose  where  the  plan  is 
silent,  but  they  are  capable  of  wide  variation  in  application.  We 
recctnmend  that  the  priorities  be  made  explicit  in  the  Pension  Benefits 
Act  or  the  regulation  and  that,  where  the  pension  plan  is  silent,  the 
order  be  as  follows  and  the  amount  of  their  claims  be  as  indicated  in 
the  bracketed  notes  (each  category  shall  take  precedence  over  those 
following  it;  members  in  a  category  shall  share  rateaibly) : 
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Category  I 

Pensioners  wiio  retired  at  normal  retironent  age 

Employees  having  attained  normal  retirenent  age  and  eligible  to 
retire  but  not  retired  at  the  date  of  wind-up 

Early  retirees 

Employees  eligible  to  retire  early  at  least  six  months  prior  to 
the  date  of  wind-up 

(Pension  benefits  payable  at  start  of  retirement  in  full;  post- 
retirement  improvements  to  the  extent  funded) 

Category  II 

Statutory  deferred  life  annuitants,  active  and  terminated 
(Pension  benefits  to  the  extent  funded) 

Category  III 

Members  vested  under  the  plan  provisions 
(Pension  benefits  to  the  extent  funded) 
Non-vested  members 
(Required  pension  contributions) 

Category  IV 

All  members 

(Additional  voluntary  contributions) 

Category  V 

Non-vested  members 

(Pension  benefits  to  the  extent  funded) 

Category  VI 

Vested  and  non-vested  members 

(Other  benefits,  including  bridging  supplements  if  not  pre- 
funded  and  escalated  adjustments  if  not  pre-funded) 

Bankruptcies 

Since  pension  fund  assets  must  be  held  by  an  insurance  company  or 
trustee,  they  will  not  be  lost  if  an  employer  goes  bankrupt  or  simply 
disappears.  The  benefits  and  position  of  employees,  retirees,  etc.,  in 
the  pension  fund  of  a  bankrupt  anployer  are  determined  on  the  same  basis 
as  for  voluntary  terminations. 

There  is  however  one  exception  to  the  segregation  of  assets  and 
that  concerns  employees'  contributions  deducted  by  the  employer  at 
source  and  the  employer's  own  required  contributions  for  current  service 
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cost  and  special  payments.  The  Pension  Benefits  Act  regulation  now 
requires  that  all  amounts  deducted  from  employee's  pay  for  pension 
contributions  be  forwarded  to  the  trustee  of  the  plan  within  30  days  of 
the  end  of  the  calendar  month  in  which  the  deduction  was  made.  Employer 
contributions,  on  the  other  hand,  are  due  120  days  after  the  end  of  the 
fiscal  year  of  the  plan  for  v\^ich  such  payments  are  being  made. 

Sometimes  an  employer  will  becoiie  insolvent  or  be  put  into  bank- 
ruptcy before  employees'  contributions  have  teen  forwarded  to  the  trus- 
tee,  or  employer's  contributions  have  teen  forwarded  to  the  trustee. 

Section  23(a)  of  the  Pension  Benefits  Act  purports  to  create  a 
trust  for  all  sums  received  by  an  employer  fran  an  employee  for  payment 
into  the  pension  plan  and  similarly  for  any  employer  contribution  that 
is  due  under  the  plan.  However,  the  act  makes  no  provision  for  the 
enforcement  of  the  trust  by  statutory  lien  or  other  such  means,  and  it 
is  doubtful  if  the  trust  as  presently  constituted  under  the  act  is 
enforceable.  To  the  extent  that  such  legislation  falls  within  the 
federal  bankruptcy  jurisdiction,  any  provincial  initiative  to  enforce 
the  trust  may  te  teyond  the  legislative  authority  of  the  province. 

No  special  protection  is  accorded  to  either  employee  or  employer 
contributions  under  existing  federal  bankruptcy  legislation.  The  pen- 
sion plan  trustees  can  claim  as  ordinary  creditors  only.  However,  pro- 
posed bankruptcy  legislation  may  provide  sane  protection  for  pensions, 
and  steps  should  te  taken  to  achieve  this  protection.  Introduction  of 
Bill  S-11,  the  Bankrupcy  Act,  1978,  has  brought  a  recommendation  from 
the  Senate  Committee  on  Banking,  Trade  and  Commerce  as  follows: 

"...the  creation  of  a  government  administered  fund  out  of  which 
unpaid  wages  of  employees  could  te  paid  in  the  event  of  bankruptcy, 
with  the  plan  being  funded  by  employer  and  employee  contribu- 
tions. ..." 

Still  another  provision  would  expand  the  definition  of  "wages"  for 
bankruptcy  purposes  to  mean: 

"...salaries,  fees,  ccmmissions,  and  other  compensation  for  ser- 
vices, including  vacation  pay,  pension,  health  and  welfare  contri- 
butions,  but  does  not  include  severance  pay." 

The  maximum  total  amount  given  priority  under  this  provision  would  be 
$500  per  employee. 

Notwithstanding  these  developments  at  the  federal  level  it  would 
seem  advisable  for  the  Government  of  Ontario  to  create  by  statute  a  lien 
to  enforce  the  trust  protection  for  employees'  contributions  and  such 
employer  contributions  as  are  due  under  the  plan.  There  is  some  prece- 
dent for  such  a  lien    in   the  Vacation  with   Pay  Act   and    some    judicial 
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precedent  supporting  the  validity  of  the  lien.   We  recommend  that 
legislation  for  this  purpose  be  passed  as  soon  as  possible. 

Two  other  possibilities  are  available  for  protection  in  these 
circumstances.  The  first  relates  to  the  timing  of  payments.  Since 
employee  contributions  must  be  remitted  monthly,  failure  to  do  so  will 
be  noted  by  the  trustee  very  early  so  that  the  trustee  can  alert  the 
pension  regulatory  authority  of  the  default.  The  Pension  Benefits 
Act  provides  that  a  plan  will  be  deemed  to  be  wound  up  if  the  employer 
fails  to  make  contributions,  and  the  Pension  Commission  can  notify  the 
employer  accordingly.  This  sets  in  train  a  number  of  provisions  which 
should  prevent  further  deductions  being  made  fron  employees.  There  is 
however  no  power  in  the  Pension  Commission  to  enforce  payment  by  the 
employer  directly;  nor  can  the  trustee  of  the  pension  fund  take  action 
to  obtain  the  payment  of  the  onployees'  deductions,  since  the  trustee  is 
a  passive  receiver  of  the  monies.  This  leaves  the  employees  in  the 
unsatisfactory  position  of  having  to  bring  a  class  action  against  the 
employer  or  the  trustee  in  bankruptcy.  For  this  reason  the  Commission 
reccminends  that  the  Pension  Commission  of  Ontario  be  given  specific 
power  to  act  on  behalf  of  beneficiaries  and  potential  beneficiaries 
of  a  pension  fund  to  secure  the  payment  of  all  monies  due  into  the  fund. 
As  we  will  discuss  later  (Chapter  13)  this  is  a  change  in  role  for  the 
Pension  Commission,  but  it  would  appear  to  be  necessary  to  resolve  this 
problem. 

Employer  contributions  should  be  required  sooner  than  120  days 
after  the  fiscal  year  end  of  the  pension  plan.  Where  employer  contri- 
butions are  explicitly  related  to  those  of  employees,  as  in  a  money- 
purchase  plan,  the  Canmission  reconmends  that  anployer's  contributions 
be  made  simultaneously  with  those  of  employees,  i.e.,  within  30  days  of 
the  end  of  the  calendar  month  in  which  the  contributions  are  deducted 
from  the  employee.  In  defined  benefit  plans  the  employer's  obligation 
is  different  and  therefore  payment  should  not  be  required  monthly. 
However,  since  the  amount  of  the  employer's  contributions  is  determined 
ahead  of  time  in  the  actuarial  report  there  is  no  reason  why  the  payment 
should  not  be  made  in  four  equal  instalments,  each  within  30  days  of  the 
end  of  the  quarter,  during  the  plan  year.  The  Commission  recommends 
accordingly.  This  reduction  in  the  time  allowed  for  payment  will  permit 
earlier  action  to  force  payment  of  required  contributions.  Again,  the 
power  to  bring  such  action  should  be  vested  in  the  Pension  Commission  of 
Ontario. 

Plant  Shutdowns  and  Relocations 

Sometimes  an  employer  closes  down  a  plant  and  relocates  the  busi- 
ness, for  any  number  of  reasons.  If  there  is  a  pension  plan,  it  can  be 
closed  down  too.  In  the  process,  there  may  be  an  offer  of  jobs  to 
existing  employees  in  the  new  location,  in  which  case  the  employee's 
pension  service  is  continued,  but  often  that  is  not  practicable  and  the 
plan  is  terminated.     In  these  circumstances   as    in   any  other  voluntary 
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termination,   aaployees  are  entitled   to  full  credit  for  their  pensionable 
service  even  if  not  otherwise  vested. 

Sometimes  a  multi-plant  anployer  operates  a  single  pension  plain  for 
employees  in  all  locations.  There  have  been  instances  where  in  such 
circumstances  anployers  have  closed  one  plant  and  terminated  employees 
on  an  individual  basis  with  no  pension  rights  if  not  vested.  Where  tiiat 
happens,  if  the  Pension  Commission  is  of  the  opinion  that  the  employer 
is  discontinuing  a  part  of  the  operations  in  which  a  substantial  number 
of  pension  plan  members  are  employed,  it  may  declare  tlie  pension  plan  to 
be  wound  up  in  vi^ole  or  in  part.  ( 21 )  In  a  partial  termination  (as  in  a 
full  termination)  the  termiinated  employee  receives  full  credit  for 
pensionable  service  to  the  date  of  termination,  v\^ether  otherwise  in  a 
vested  position  or  not. 

In  both  sets  of  circumstances,  the  rules  for  establishing  the 
actuarial  liability  for  the  benefits  and  allocating  the  assets  are 
the  same  as  described  above  for  other  voluntary  terminations.  While 
pension  rights  are  protected,  there  is  no  guarantee  that  there  will  be 
sufficient  assets  in  the  pension  fund  to  honour  those  rights.  The 
Prestolite  case  previously  mentioned  was  brought  to  our  attention  in  the 
course  of  our  hearings.  The  ccmpany  had  a  non-contributory  plan  for  its 
employees.  After  several  meetings  between  representatives  of  the  union 
and  the  corporation,  the  final  decision  was  made  to  close  the  plant  as 
of  Deceriiber  31,  1978.  A  letter  dated  DecQT±)er  21,  1978  fron  the  ccmpany 
to  all  retirees,  surviving  spouses,  and  terminated  vested  employees 
advised  tiiat  benefit  cuts  wDuld  have  to  be  made  as  follows: 

1.  People  who  had  retired  at  the  normal  retirement  age  of  65  would 
receive  75  per  cent  of  the  benefits  they  were  receiving  before 
the  shutdown,  i.e.,  the  basic  benefit  promised  on  retirement 
and  the  supplemental  benefits  payable  between  retirement  and 
age  65,   vvtiether  or  not  these  total  benefits  were  fully  funded. 

2.  People  v^o  had  taken  early  retiranent  would  receive  75  per  cent 
of  the  "basic"  benefits  they  were  receiving  before  shutdown, 
and  after  March  1,  1979  they  would  lose  the  entire  amount  of 
any  "supplementary"  benefits,  namely,  the  temporary  bridge 
benefit  payable  until  age  65. 

3.  Active  employees  vi^o  were  eligible  for  early  retirement  would 
receive  75  per  cent  of  the  "basic"  tenefits  they  had  earned  up 
to  December  31,  1978  but  would  receive  no  "supplementary" 
benefits.  The  benefits  payable  however  would  not  be  delayed 
until  age  65  but  would  be  put  in  payment  immediately  just  as  if 
these  people  had  already  retired. 

4.  Active  enployees  vdno  were  not  eligible  for  early  retirement  but 
who  met  tlie  45  and  10  vesting  rule  would  receive  a  deferred 
pansion   (i.e.,   payable  starting  at  age  65)    for  75  per   cent  of 
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the  "basic"  benefits  they  had  earned  up  to  December  31,  1978, 
i.e.,  their  loss  would  be  25  per  cent  of  the  pension  benefits 
they  had  earned  to  the  date  of  the  plant  closiny. 

5.  Active  employees  who  did  not  meet  the  4  5  and  10  vesting  rule 
would  receive  nothing,  wtiether  or  not  they  were  vested  under 
the  terms  of  the  plan. 

6.  Terminated  vested  employees  would  receive  the  full  amount  of 
whatever  pension  benefits  they  had  earned,  payable  starting  at 
age  65. 

As  it  turned  out,  the  actual  cut-backs  were  quite  different,  as  all 
the  people  wlio  vjere  told  they  would  get  75  per  cent  of  certain  benefit 
levels  actually  received  96.5     per  cent  of  the  basic  benefit. 

Looking  at  what  V(^nt  wrong  with  this  particular  pension  fund,  thiere 
appear  to  have  been  two  main  forces  at  work  other  than  the  business 
situation  of  the  anployer.  As  mentioned  in  the  previous  section,  there 
had  been  fairly  regular  plan  improvements  over  the  years  which  were 
being  financed  over  15-year  periods  and  were  therefore  only  partly  paid 
up.  Secondly,  there  was  an  early  retirement  feature  which  was  putting  a 
strain  on  the  fund.  At  time  of  wind-up  it  was  apparently  agreed  by  both 
conpany  management  and  the  union  that  it  would  be  only  fair  to  treat 
those  aaployees  who  vere  eligible  for  retirement  but  still  active,  on 
the  same  basis  as  the  ones  wlno  had  taken  early  retirement.  This  meant 
starting  payment  of  their  pensions  immediately  rather  than  waiting  until 
they  reached  age  65.  If  the  decision  had  been  made  the  other  way,  it  is 
the  opinion  of  the  actuary  involved  that  all  "basic"  benefits  could  have 
been  paid  in  full  and  some  of  the  "supplementary"  benefits  of  those 
already  retired  and  those  eligible  for  early  retirement  could  have  been 
paid.  The  basis  of  this  statement  is  that  the  liability  for  the  era- 
ployees  who  lost  everything  (approximately  80  active  anployees  who  were 
not  vested  under  the  45  and  10  rule)  represented  only  about  3  per  cent 
of  the  total  liabilities  of  tlie  plan  exclusive  of  the  "supplementary" 
benefits.  In  this  instance,  the  scaling-down  or  loss  of  benefits  to  the 
employees  was  caused  in  part  by  an  experience  deficiency  related  to 
early  retirenent  provisions  and  by  initial  unfunded  liabilities  created 
by  negotiated  plan  iitiprovements  which  vsere  being  financed  over  15  years 
and  viere  only  partially  funded. 

We  \ffere  told  by  the  Superintendent  of  Pensions  that  the  Prestolite 
case  was  the  only  one  among  all  plant  shut-downs  or  other  voluntary 
terminations  or  bankruptcies  in  the  past  5  to  8  years  in  Ontario  where 
the  employees  vested  under  the  rules  of  the  plan  did  not  get  lOU  per 
cent  of  their  basic  pension  entitleraent.  However,  sane  viio  were  vested 
only  by  virtue  of  the  "immediate  vesting"  provision  for  plan  termina- 
tions certainly  lost  some  basic  entitlement.  Again,  this  invites 
the  question  as  to  wtiether  plan  improvements  and  possibly  experience 
deficiencies  as  v^ell  should  be  financed  over  shorter  periods  to  provide 
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greater  security  for  thie  snployees.  What  has  been  done  in  the  United 
States  is  to  allow  longer  financing  periods  for  plan  improvements  (30 
years  vs.  15  in  Ontario)  and  experience  deficiencies  (15  years  vs. 
5  in  Ontario)  while  providing  plan  termination  insurance  as  well.  The 
Commission  therefore  examined  tlie  U.S.   prograra  and  experience. 

Plan  Termination  Insurance  in  the  United  States 

Steps  have  been  taken  in  the  United  States  to  protect  pension  plan 
participants  and  their  beneficiaries  from  seme  of  the  financial  conse- 
quences of  plan  termination.  Effective  July  1,  1974  plan  termination 
insurance  under  the  Einployees'  Retirement  Income  Security  Act  (ERISa) 
was  provided  for  defined  benefit  plans  through  a  government-operated 
non-profit  organization,  the  Pension  Benefit  Guarantee  Corporation 
(PBGC).  It  does  not  cover  defined  contributions  plans,  i.e.,  money- 
purchase  plans,  profit  sharing  plans,  or  savings  plans.  The  insurance 
is  compulsory  for  basic  benefits  subject  to  certain  limitations,  and 
premiums  are  charged   to  onployers  at  a  fixed  amount  for  each  plan  member. 

The  PBGC  guarantees  certain  benefits  to  employees  in  the  event  of 
pension  plan  termination  for  any  legitimate  business  reason.  Clearly 
the  date  on  which  the  plan  teriTiinates  is  critical,  and  provision  must  be 
made  for  partial  as  well  as  full  terminations.  The  plan  administrator 
is  required  to  specify  any  "reportable  events"  that  may  lead  to  plan 
tennination,  including  a  benefit  decrease,  tax  disqualification,  or 
failure  of  the  anployer  to  pay  money  due  to  the  fund.  If  the  plan  is 
terminated  by  the  anployer,  due  notice  must  be  given  by  the  adminis- 
trator to  the  corporation.  The  corporation  has  the  power  to  declare  a 
pension  plan  wound  up  in  a  variety  of  circumstances. 

Benefits  insured  are  only  tliose  vested  in  participants  prior  to  the 
termination  date.  Only  basic  benefits  are  insured,  that  is,  benefits 
already  being  paid  and  normal  pensions  ca.imencing  at  normal  retirement 
age.  Subsidiary  benefits  such  as  early  retirement  supplements,  future 
cost-of-living  increases  and  benefits  arising  on  future  death  are  not 
covered . 

Pensions  guaranteed  by  the  PBGC  are  subject  to  a  maximum  which  is 
the  lesser  of  (a)  a  pension  actuarially  equivalent  to  a  pension  equal  to 
the  QTiployee's  last  five  years'  average  earnings,  payable  from  age  65, 
and  (b)  $750  a  month  indexed  according  to  the  social  security  ceiling, 
which  today  vould  be  approximately  $1,100  a  month. 

Plan  benefit  improvements  may  not  be  covered.  The  PBGC  guarantees 
at  tlie  time  of  termination  the  level  of  benefits  in  effect  five  years 
prior  to  the  termination.  Benefit  improvements  that  took  place  within 
this  five-year  period  will  be  guaranteed  at  a  rate  equal  to  the  greater 
of  (a)  20  per  cent,  and  (b)  $20  a  month  for  each  year  during  which  the 
amendment  was  in  effect.  Therefore,  benefit  improvements  taking  place 
shortly  before  the  plan  termination  might  not  be  fully  insured. 
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Special  rules  will  apply  to  multi-aiiployer  pension  plans  when  the 
scheme  is  extended  to  that  class  of  plan. 

If  tlie  PBGC  determines  that  pension  fund  assets  are  sufficient  to 
provide  the  guaranteed  benefits,  the  anployer  may  proceed  to  wind  up  the 
plan.  If  the  assets  are  deemed  insufficient  they  are  taken  over  by 
the  PBGC.  It)  tlie  extent  that  assets  are  insufficient  to  provide  the 
guaranteed  benefits,  the  PBGC  may  recover  from  the  employer  an  amount  cj; 
to  30  per  cent  of  the  anployer 's  net  worth  as  it  was  within  120  days 
prior  to  the  plan  wind-up.  The  original  purpose  of  this  provision 
was  to  make  employers  act  responsibly  in  funding  pension  plans;  but 
employers  may  buy  contingent  liability  insurance  against  this  risk. 

Since  the  benefits  insured  are  subject  to  the  limitations  mentioned 
above,  and  since  the  fund  assets  may  be  sufficient  to  provide  sane  bene- 
fits above  the  insured  amount,  the  PBGC  has  set  out  priority  classes  for 
allocation  of  assets.  These  are: 

1.  anployees'  additional  voluntary  contributions; 

2.  employees'  regular  contributions  or  eq^livalent  benefits; 

3.  pensions  that  have  been  or  could  have  been  in  force  for  three 
or  more  years; 

4.  other  benefits  that  wDuld  be  insured  but  for  tiie  $750 
limitation; 

5.  other  vested  benefits; 

6.  all  otlier  benefits  under  the  plan. 

It  is  noticeable  that  a  high  priority  is  given  to  employees' 
contributions  or  the  benefits  provided  thereby.  Also  the  benefits 
insured  are  those  based  on  the  vesting  rule  in  the  pension  plan,  even  if 
it  is  more  liberal  than  required  by  ERISA.  Under  pension  benefits 
legislation  in  Canada  the  anphasis  is  on  the  minimum  vesting  required  by 
the  acts,  regardless  of  v/nat  the  plan  provides. 

As  mentioned  before,  the  U.S.  system  allows  longer  periods  for 
paying  off  plan  improvements  and  experience  deficiencies,  but  in  canpen- 
sation  provides  a  guarantee  of  certain  vested  benefits. 

The  PBGC  has  faced  severe  problems  in  its  short  life;  some  were 
described  by  Claude  Poulin,  Assistant  Director  of  the  Social  Security 
Department,  UAW  International  Union  in  his  testimony  at  the  Commission 
hearings. 

ERISA  contemplated  tliat  insurance  coverage  against  plan  termination 
would  be  available  for  three  groups:   private  employer  plans;  multi- 
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employer  plans;  and  church  and  government  plans.  At  present  only  the 
first  group  is  insured  and  the  premium  rate,  originally  set  at  $1  per 
member  per  year,    is  now  $2.60. 

Many  multi-employer  plans  are  negotiated  and  their  financial 
position  is  weak.  The  deadline  for  bringing  these  plans  into  the 
insurance  system  was  postponed  because  the  cost  would  have  been  very 
high  and  the  incentive  to  terminate  plans  would  have  been  great.  For 
example,  we  were  told  that  at  the  planned  rates  the  PBGC  could  collect 
approximately  $4  million  a  year  to  cover  all  terminations  in  that  year, 
whereas  tlie  potential  liability  of  the  PBGC  might  be  close  to  $4  billion. 

Although  the  insurance  is  only  payable  if  the  plan  is  discontinued 
for  legitimate  business  reasons,  claims  experience  has  been  bad  and 
notification  has  been  received  by  the  PBGC  of  many  prospective  claims, 
many  of  large  amounts.  Accordingly  the  PBGC  is  already  considering  pro- 
posals to  restructure  the  plan  termination  insurance  system  by  making 
the  rules  more  restrictive,  /^parently  sane  consideration  is  also  being 
given  to  setting  premiums  related  in  some  way  to  unfunded  actuarial 
liabilities. 

Should  Ontario  Adopt  Plan  Termination  Insurance? 

A  very  small  number  of  briefs  were  received  recomraend ing  some 
form  of  plan  termination  insurance  in  this  province.  A  few  briefs 
maintained  that  Ontario  does  not  need  such  a  program  because  of  our 
more  stringent  funding  requirements.  An  additional  difficulty  for 
Canada  beyond  tliose  experienced  in  the  United  States  is  the  fact  that 
pensions  fall  under  provincial  jurisdiction,  v*iile  in  the  United  States 
there  is  federal  control.  The  Canadian  Life  Insurance  Association 
touched  on  the  point  in  its  brief:  "Such  a  scheme  in  Canada  could 
probably  operate  effectively  only  at  the  national  level .  Not  only  are 
there  many  Canadian  plans  with  members  in  more  than  one  province,  but  no 
single  province  should  be  expected  to  assume  alone  tiie  risks  involved . " 
(22) 

It  should  be  recognized  that  plan  termination  insurance  along  the 
lines  of  the  U.S.  scheme  would  not  improve  a  situation  such  as  that 
in  the  Prestolite  case.  There  would  be  little  or  no  protection  for 
improvements  made  in  the  five-year  period  prior  to  wind-up  and  none  for 
benefits  other  than  basic  benefits.  Rights  to  early  retirement  and 
bridging  supplements  are  not  basic  benefits.  Therefore  to  solve  the 
problans  of  Prestolite  there  would  have  to  be  vastly  extended  insurance 
coverage  with  concomitant  expansion  of  cost.  The  extension  in  ERISA  of 
the  employer's  liability  beyond  the  obligations  to  the  date  of  wind-up 
by  attaching  the  net  worth  of  the  onployer  is  contrary  to  the  voluntary 
principle  of  employraent  pension  plans.  A  move  towards  extension  of  the 
obligation  could  deter  the  establishment  of  new  plans. 
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Ontario's  Pension  Benefits  Act  originally  (1962-1963)  empowered  the 
Pension  Commission, 

"if  deemed  advisable,  to  establish  or  support  the  establishment  of 
an  insurance  fund  for  the  purpose  of  underwriting  pension  fund 
deficiencies  arising  because  of  the  insolvency  of  pension  funds." 

While  the  object  of  plan  termination  insurance  is  clearly  desir- 
able, it  is  significant  that  the  Legislature  subsequently  gave  its 
consent  to  deletion  of  the  enabling  provision,  evidently  accepting  the 
fact  that  the  Commission  had  not  seen  fit  to  exercise  its  authority  to 
initiate  such  a  scheme.  It  remains  for  this  Commission  to  assess  the 
future  need  for  termination  insurance  in  the  light  of  all  the  circum- 
stances including,  we  must  point  out,  our  recommendations  on  various 
related  matters  such  as  funding  and  the  proposed  mandatory  plan. 

Up  to  the  present  the  reluctance  of  the  Pension  Commission  and  the 
government  to  impose  an  insurance  requirement  on  employment  pension 
plans  may  be  attributed  both  to  a  reliance  on  the  solvency  require- 
ments of  the  Act  and  an  aversion  to  unnecessary  bureaucracy.  If, 
for  instance,  the  funding  standards  could  be  relied  upon  to  create 
approximately  the  same  degree  of  benefit  security  as  a  limited  form 
of  re- insurance,  it  is  questionable  whether  the  need  for  additional 
protection  could  justify  the  sizeable  task  of  setting  up  an  insurance 
organization  and  levying  premiums  on  all  pension  plans. 

It  must  be  kept  in  mind  that  any  practicable  system,  of  re-insurance 
must  involve  limitations  and  preconditions,  if  only  to  prevent  the 
primary  "insurer"  fran  assuming  risks  in  an  irresponsible  manner  and 
passing  those  risks  on  to  the  re- insurer.  Under  the  U.S.  program, 
for  instance,  pension  benefits  created  in  the  five-year  period  before 
termination  are  not  entirely  insured  by  the  corporation;  and  all  plans 
must  meet  funding  standards  which,  although  somewhat  less  stringent 
than  Ontario's,  may  be  presumed  to  gradually  reduce  the  incidence  and 
severity  of  plan  insolvencies.  The  U.S.  legislation  therefore  resembles 
our  own  as  it  was  formulated  in  1965,  with  the  most  obvious  difference 
that  under  ERISA,  the  same  gradual  progress  towards  the  desired  level  of 
solvency  is  acconpanied  by  a  scheme  to  support  benefit  payments  in  the 
marginal  area  not  covered  by  prefunding.  In  view  of  the  fact  that 
Ontario's  funding  rules  have  been  in  effect  about  ten  years  longer 
than  those  introduced  by  ERISA  and  are  more  rigorous,  the  need  for 
termination  insurance  in  Ontario,  even  if  contemplated  in  1965,  is  not 
as  readily  danonstrated  today.  Again  it  should  be  emphasized  that  we 
refer  to  re- insurance  conparable  to  the  U.S.  program,  geared  to  the  need 
to  protect  basic  plan  benefits  and  not  (though  desirable  in  theory)  to 
guarantee  a  rapidly  escalating  level  of  pensions  including  supplements, 
indexed  adjustments  and  similar  improvements. 

In  our  proposals  for  a  mandatory,  universal  plan  (Chapter  12) 
we  have  the  basis  of  a  pension  component  which  will  always  be  fully 
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funded  and  so  will  not  require  the  support  of  re- insurance.  In  our 
recanmendations  on  funding,  moreover,  we  believe  the  groundwork  is 
prepared  for  a  significant  improvement  in  solvency  for  all  pension 
plans  outside  the  framework  of  the  mandatory  plan  and  public  programs. 
Finally,  it  is  to  be  expected  that  the  reccmmended  rules  for  disclosure 
will  be  instrumental  in  achieving  a  more  orderly  development  of  employ- 
ment pension  plans  -  that  is,  improvements  based  upon  adequate  knowledge 
and  appreciation  of  the  cost  and  risks  inherent  in  caiimitments  which  are 
to  be  funded  over  a  period  of  years.  The  net  effect  of  the  existing 
legislation  and  tlie  changes  reccmmended  in  this  report  will  be,  in  our 
opinion,  equivalent  to  anything  that  might  be  brought  about  through  plan 
termination  insurance  -  and  probably  at  a  considerably  lower  overall 
cost  to  enployers,  employees,  and  the  public.  Ihe  Commission  is  of  the 
opinion  that  plan  termination  insurance  should  not  be  undertaken  by  the 
Government  of  Ontario  at  this  time.  The  next  few  years  will  be  the 
testing  period  for  the  effectiveness  of  the  Pension  Benefit  Guarantee 
Corporation  in  the  United  States.  A  close  watch  on  its  development  may 
enable  Ontario  to  avoid  some  serious  pitfalls  if  later  sane  type  of  plan 
insurance  is  to  be  undertaken. 


FUNDING  OF  POST-RETIREMENT  ADJUSTMENTS  TO  PENSIONS 

In  the  early  1970s  the  advent  of  rapid  inflation  led  to  increased 
demands  for  adjustments  to  pensions  in  payment  to  maintain  their  pur- 
chasing power.  If  tiiese  adjustments  v^re  to  becone  part  of  the  pension 
plan  they  would  immediately  create  new  initial  unfunded  liabilities.  If 
they  v\ere  made  outside  the  plan  there  was  no  assurance  to  plan  members 
that  they  vrould  continue.  There  were  two  responses  to  this  problem. 
In  the  public  sector  separate  adjustment  funds  were  created  under  the 
Superannuation  Adjustment  Benefits  Act,  1975,  v\*iich  operate  on  partially 
funded  basis.  For  both  private  and  public  sector  plans  the  Pension 
Benefits  Act  regulations  were  amended  to  allow  exanption  of  adjustments 
related  to  changes  in  a  general  price  or  wage  index  from  the  funding 
requirements. (23 )  Where  it  was  elected  not  to  pre-fund  escalated 
adjustments,  payments  made  out  of  the  fund  for  that  purpose  were  to  be 
deemed  current  service  costs;  contributions  would  have  to  be  made  for 
that  year  which  included  the  cost  of  adjustment  payments. 

There  are  four  different  ways  for  these  adjustments  to  be  deter- 
mined and  paid  out. 

Adjustments  Provided  Through  Pension  Plans  -  Ad  Hoc 

First  tliere  are  ad  hoc  adjustments  provided  through  the  pension 
plan.  They  are  like  any  other  improvanent  to  the  plan.  They  create  a 
supplemental  liability  v^diich  rray  be  paid  off  immediately  in  a  lump  sum 
or  in  equal  aiinual  instalments  over  a  maximum  of  15  years.  Since  the 
average  age  of  retirees  is  likely  to  produce  a  payout  of  less  than 
15  years,  this  could  mean  financing  such  benefits  partly  after  the 
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fact.  The  Pension  CCanmission  of  Ontario  recognized  this  point  some  time 
ago  and  is  working  on  regulations  which  will  assure  the  payments.  We 
endorse  this  and  recommend  early  implementation. 

Adjustments  Provided  Through  Pension  Plans  -  Automatic 

Next  there  are  automatic  adjustments,  tied  to  changes  in  a  general 
price  or  wage  index  such  as  the  Consumer  Price  Index,  and  provided 
through  the  pension  plan.  The  employer  has  the  option  of  excluding 
these  entirely  from  prefunding,  and  instead,  funding  them  through  the 
pension  plan  fund  on  a  current  service  cost  basis.  This  arrangement  at 
least  assures  that  fund  assets  for  basic  benefits  will  not  be  depleted 
to  pay  indexing;  but  it  provides  no  assurance  that  the  adjustments  can 
and  will  be  paid  in  the  longer  term. 

As  expressed  in  Section  2a.  of  the  regulation,  the  basis  for  this 
option  is  that  the  adjustment  amounts  cannot  be  determined  with  cer- 
tainty in  advance.  The  Commission  rejects  this  reasoning;  very  little 
in  the  actuarial  valuation  is  determined  with  certainty  in  advance. 
What  is  more  to  the  point  is  that  without  advance  funding  there  is  no 
assurance  of  continuity  of  payment  of  the  benefit.  As  well,  there  is 
unlikely  to  be  any  general  recognition  of  the  cost  of  the  benefit.  This 
is  contrary  to  the  Commissioners'  whole  approach  to  pensions  in  that  the 
relationship  of  the  cost  to  the  benefit  should  be  clearly  visible. 

The  Commissioners  are  of  the  opinion  that  if  these  adjustments  are 
part  of  the  pension  premise  they  should  be  prefunded,  i.e.,  they  should 
be  funded  the  same  way  as  any  other  plan  benefit.  Accordingly  we 
recommend  the  removal  fron  the  regulation  of  the  exemption  for  funding 
of  autonatic  post-retirement  adjustments  tied  to  a  general  price  or  wage 
index,  by  repeal  of  Section  2a.  effective  with  all  actuarial  valuations 
as  of  a  date  later  than  June  30,  1982.  This  effective  date  is  the  same 
as  for  ending  the  test  valuation  and  allows  sane  time  for  pension  plans 
to  adjust  to  the  nev;  financial  requirement. 

We  further  reconmiend  that  any  unfunded  actuarial  liability  arising 
from  the  removal  of  the  exemption  from  funding  of  automatic  post- 
retirement  adjustments  be  treated  as  a  regular  initial  unfunded  li- 
ability under  the  regulation,  requiring  liquidation  by  an  immediate  lump 
sum  payment  or  by  equal  annual  instalments  over  a  maximum  of  15  years 
fron  the  date  on  v^ich  it  arises. 

Adjustments  Provided  Through  Special  Adjustment  Funds  -  Automatic 

The  third  type  of  adjustment  again  involves  autonatic  adjustments, 
tied  to  a  general  price  or  wage  index,  but  partially  funded  through 
special  "adjustment  funds."  Examples  are  the  Public  Service  Super- 
annuation Adjustment   Fund    (PSSAF)    and    the  Teachers'    Superannuation 
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Adjustment  Fund  (TSAF).  These  are  discussed  in  detail  in  Volume  VI  on 
Public  Sector  plans.  Contributions  are  collected  fron  active  employees 
and  their  employers  (currently  1  per  cent  of  salary  from  each) ,  and 
adjustment  benefits  are  payable  to  employees  who  have  retired  under 
PSSF  and  TSF  since  January  1,  1976.  In  addition,  these  funds  (PSSAF 
and  TSAF)  are  used  in  the  same  manner  to  index  the  deferred  pension 
entitlements  of  terminated  employees. 

In  the  Commission's  opinion  it  is  unfair  to  require  contributions 
for  indexing  on  this  basis  since,  as  with  indexing  on  a  pay-as-you-go 
basis,  there  is  no  assurance  that  employees  will  get  any  benefit.  The 
problem  is  essentially  the  same:  if  these  adjustments  are  part  of  the 
pension  promise  tliey  should  be  fully  prefunded. 

Our  earlier  recommendation  for  the  repeal  of  Section  2a.  of  Reg- 
ulation 654  has  the  effect  of  precluding  PSSAF  and  TSF  from  partial 
funding  after  June  30,  1982  for  their  indexing  liabilities.  These  and 
similar  funds  should  begin  full  funding  on  that  date,  be  phased  out  in 
an  equitable  manner,  or  be  conbined  with  the  general  pension  fund. 

If  the  funds  convert  from  partial  funding  and  continue  operations 
under  the  normal  provisions  of  the  Pension  Benefits  Act,  any  unfunded 
actuarial  liability  arising  fron  tiie  change  would  be  em  initial  unfunded 
liability.  We  recaranend  that  tliere  be  no  new  provisions  along  the  lines 
of  Section  2(13)  of  tlie  regulation  under  the  Pension  Benefits  Act  which 
would  allow  plans  for  government  eiiployees  to  pay  interest  only  -  with 
no  principal  repayments  -  against  this  liability. 

Adjustments  Provided  Outside  the  Pension  Plan  -  Ad  Hoc 

The  last  type  of  adjustment  is  the  ad  hoc  increase  which  is  not 
written  into  the  pension  plan  document  and  therefore  cannot  legally  be 
paid  out  of  pension  fund  assets.  Such  an  adjustment  is  usually  financed 
on  a  pay-as-you-go  basis  out  of  the  employer's  operating  revenues. 

Although  employers  may  make  such  adjustment  payments  year  after 
year  to  pensioners,  they  usually  take  care  to  announce  and  present  them 
in  such  a  way  as  to  avoid  any  continuing  obligation  in  a  legal  sense. 
Nevertheless,  over  time  the  retiree  may  cane  to  expect  and  rely  on  these 
adjustmients  and  perhaps  to  feel  that  the  employer  has  at  least  a  moral 
responsibility  to  continue  them. 

Since  these  adjustments  are  voluntary  on  the  part  of  the  employer, 
it  is  contended  that  if  employers  were  required  to  bind  themselves  to 
them  and  fund  for  them  in  advance,  tiiey  would  be  reduced  in  amount  or 
withdrawn  completely,  with  the  employee  the  loser.  The  Commission 
accepted  this  reasoning  and  does  not  reconmend  any  change  in  tlie  present 
pay-as-you-go  practice. 
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INVESTMENTT,  CUS1X3DY  AND  MANAGEMENT  OF   PENSION  FUND  ASSETS 
Trustees 

Contributions  to  pension  plans  may  not  be  held  by  the  employer  but 
must  be  paid  over  to  a  third  party.  Revenue  Canada  guidelines  and  the 
Pension  Benefits  Act  regulation  require  the  funds  to  be  administered 
by  an  insurance  company,  a  trust  company,  individual  trustees,  the 
Government  Annuities  Branch,  a  Pension  Fund  Society,  an  arrangement 
administered  by  Canada  or  a  province,  or  a  combination  of  the  above. 

Insurance  ccmpanies  offer  a  variety  of  pension  contracts.  In  sane, 
the  contributions  go  into  a  deposit  administration  fund  or  a  segregated 
fund  and  tlie  insurance  company  acts  as  little  more  than  an  investment 
facility. 

A  trust  fund  may  be  established,  under  a  written  trust  agreement 
with  a  trust  conpany  or  with  individual  trustees,  to  receive  contri- 
butions and  pay  benefits.  The  rules  for  registration  of  pension  plans 
under  the  Incoiie  Tax  Act  require  that  if  there  are  individual  trustees 
at  least  three  must  reside  in  Canada  and  one  must  be  independent  of  the 
employer.  It  is  permissible  for  annuities  to  be  purchased  for  indi- 
viduals by  pension  fund  trustes  and  these  insurance  company  contracts 
constitute  part  of  the  trust  unless  assigned  to  the  employees. 

The  Canadian  Government  Annuities  Branch  was  used  extensively  at 
one  time  but  following  amendments  to  the  Annuities  Act  in  1976  it  no 
longer  issues  any  new  contracts.  Old  pension  contracts  are  still  in 
force  and  it  will  be  many  years  before  all  the  annuity  holders  have 
retired,  drawn  their  pensions  and  died. 

The  Pension  Fund  Societies  Act  permits  the  establishment  of  a 
non-profit  corporation  to  manage  a  pension  fund.  This  method  is  rarely 
used,  and  only  a  handful  of  Pension  Fund  Societies  exists. 

Generally  speaking,  pension  fund  assets  must  be  held  in  Canada.  A 
pension  trust  fund  must  be  located  in  Canada.  Exceptions  may  be  made 
where  a  Canadian  employer  contributes  for  foreign  nationals  employed 
outside  Canada,  and  in  certain  other  instances. 

A  copy  of  the  trust  deed,  insurance  contract,  by-law,  collective 
agreement  on  pensions  or  otlier  documents  must  be  filed  with  the  pension 
plan. 

Investment  of  Pension  Funds 

Conditions  governing  pension  investments  are  detailed  in  regula- 
tions under  the  various  pension  benefits  acts.  If  the  pension  plan  is 
not  registered  under  a  provincial  pension  benefits  act,  the  income  tax 
authorities  require  that  the  investments  conform  to  the  investment 
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requirements  of  the  federal  Pension  Benefits  Standards  Act  and  regula- 
tions. Provincial  and  federal  investment  regulations  are  essentially 
uniform. 

Before  outlining  these  regulations  it  should  be  noted  that  there 
is  a  tax  penalty  if  investments  in  foreign  securities  exceed  10  per 
cent  of  the  total  pension  fund.  The  investment  income  of  pension 
plans  registered  under  the  Income  Tax  Act  is  normally  tax-free,  but 
a  fund  will  have  to  pay  a  tax  of  1  per  cent  per  month  on  the  amount 
of  any  foreign  securities  held  in  excess  of  10  per  cent  of  the  fund  at 
cost  price.  The  Pension  Benefits  Act  does  not  put  a  limit  on  foreign 
investments. 

The  purpose  of  the  investment  regulations  is  to  prevent  an  exces- 
sive amount  of  the  fund  being  invested  in  speculative  securities,  to  en- 
sure a  reasonable  diversification  of  risks,  and  to  prohibit  transactions 
involving  conflict  of  interest. 

All  investments  and  loans  must  be  made  in  the  name  of  the  fund  or 
plan.  F\arther,  no  officer  or  anployee  of  the  company  and  no  adminis- 
trator, trustee,  anployer  or  union  may  benefit  directly  or  indirectly 
froTi  any  fee,  conmission  or  other  consideration  on  account  of  an  invest- 
ment transaction.  Pension  funds  may  not  be  lent  to  various  people, 
including  an  anployer,  employee,  administrator,  trustee,  or  their  wives 
and  children,  except  that  an  employee's  residential  mortgage  in  favour 
of  the  pension  fund  is  not  prohibited. 

Permitted  investments  are  described  generally  as  those  which  may  be 
made  by  an  insurance  company  under  the  Canadian  and  British  Insurance 
Companies  Act  or  the  Loan  and  Trust  Corporations  Act.  Those  provisions 
are  amplified  in  the  Pension  Benefits  Act  regulation  (s.  14),  primarily 
by  setting  quantitative  restrictions  on  certain  types  of  investment 
otherwise  permitted. 

The  fund  may  invest  in  any  Government  of  Canada,  provincial  or 
municipal  bonds,  without  limit  as  to  quantity.  The  fund  may  also 
invest  in  eligible  ccramon  stocks,  being  those  which  have  an  earnings  or 
dividend  record  of  at  least  4  per  cent  for  the  last  five  years,  subject 
to  two  limitations:  the  fund  must  not  own  more  than  30  per  cent  of  the 
coiimon  shares  of  any  one  company;  and  not  more  than  10  per  cent  of  the 
fund  may  be  at  risk  with  one  company,  including  the  company's  stock, 
bonds,  notes,  and  other  securities.  This  10  per  cent  rule  applies  to 
securities  of  the  plan  sponsor  in  the  same  manner  as  to  those  of  another 
conpany . 

The  fund  may  invest  in  real  estate  and  leaseholds  subject  to  the 
following  limits: 

-  The  limit  on  real  estate  that  meets  a  certain  test  of  quality  is 
4  per  cent  of  the  pension  fund  invested  in  any  one  parcel. 
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-  The  limit  on  inccme-producing  real  estate  which  does  not  meet 
the  test  is  2  per  cent  in  any  one  parcel. 

-  The  limit  on   real  estate  not  producing  income  is  2   per  cent  of 
the  fund  in  total. 

The  regulation  also  provides  some  flexibility  through  a  so-called 
"basket  clause,"  which  allows  the  fund  to  hold  a  limited  amount  of 
securities  that  are  not  otherwise  eligible.  The  basket  niay  include  up 
to  7  per  cent  of  the  fund  in  real  estate  and  leaseholds  and  up  to  7  per 
cent  in  other  ineligible  investments  and  loans.  Itius  up  to  14  per  cent 
of  the  pension  fund  at  book  value  may  be  invested  in  securities  tliat  are 
not  eligible  under  the  normal  rules. 

Investment  is  allowed  in  a  pooled,  segregated  or  mutual  fund  or  an 
investment  corporation,  provided  such  fund  or  corporation  limits  its 
investments  to  those  permitted  for  a  pension  fund  under  Uie  regulation. 

Within  the  investment  regulations,  employment  pension  plans  have 
wide  latitude  for  selecting  investments.  Sane  plans  invest  entirely  in 
equities,  sane  entirely  in  debt  instruments.  Some  invest  directly  in 
real  estate,  while  others  participate  in  pooled  real  estate  funds.  Some 
have  no  foreign  investments,  while  others  invest  around  the  world, 
subject  to  the  10  per  cent  limitation. 

It  is  clear  to  tlie  Canmission  that  the  existing  framework  of  laws 
and  regulations  has  not  proved  constricting  for  the  private  pension 
industry  generally.  Indeed,  despite  the  permissiveness  of  the  rules  on 
equity  investments,  most  plans  do  not  invest  heavily  in  stocks.  The 
median  exposure  to  equities  among  funds  measured  on  the  A.G.  Becker 
(Canada)  survey  has  declined  steadily  in  recent  years,  from  50.7  per 
cent  in  1973  (just  before  tlie  worst  stock  market  decline  in  years)  to 
39.5  per  cent  in  1977  (^ust  before  the  strongest  market  in  years)  and 
stood  at  37  per  cent  at  the  end  of  1979.  Last  year  in  fact,  Canadian 
pension  funds  were  net  sellers  of  Canadian  stocks.  Capital  appreciation 
resulting  fran  a  40  per  cent  rise  in  the  Toronto  Stock  Exchange  Index 
should  have  meant  an  overall  large  increase  in  equity  exposure;  but  the 
pension  funds'  total  value  in  equities  held  steady  during  the  year. 

There  has  been  sane  criticism  within  the  industry  of  the  14  per 
cent  limit  on  "basket  clause"  investments.  In  particular,  it  has 
been  alleged  that  this  prevents  funds  fran  investing  in  small  Canadian 
businesses.  The  Commission  has  seen  no  persuasive  evidence  that  the 
cautious  approach  of  Canadian  pension  funds  to  equity  investments  is  due 
to  regulation.  It  seems  rather  to  be  a  mind-set.  Whether  an  expansion 
of  the  basket  clause  would  mean  a  vigorous  growth  in  equity  investment 
in  small  conpanies  is  questionable;  since  few  funds  now  make  full  use 
of  the  allowable  14  per  cent,  it  is  doubtful  that  a  further  increase 
would  have  appreciable  overall  impact.  If  funds  are  reducing  their 
exposure  to  Canadian  stocks  generally,  despite  laws  which  permit  them  to 
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invest  their  total  assets  in  Canadian  stocks,  it  is  improbable  that  they 
would  be  aggressive  purchasers  of  more  speculative  investments  if  the 
regulations  were  eased. 

Most  public  sector  pension  plans  follow  much  the  same  investment 
practices  as  the  private  sector.  Important  variations  occur  in  the 
following  plans:  PSSF,  PSSAF,  TSAF,  TSF,  and  OMERS.  In  the  first 
three,  the  total  assets  are  represented  by  interest-bearing  "Special 
Purpose  Accounts"  or  bookkeeping  entries  in  the  accounts  of  the  province 
of  Ontario.  TSF  assets  consist  entirely  of  special  non-marketable 
Ontario  government  debentures.  OMERS  assets  consisted  entirely  of 
similar  special  non-marketable  Ontario  government  debentures  prior  to 
October  1975.  At  that  time  the  fund  began  investing  some  of  its  assets 
in  public  markets  under  the  norraal  rules  for  pension  plan  investments; 
but  the  majority  of  its  assets  are  still  accounted  for  by  special  non- 
marketable  Ontario  government  debentures.  Investment  of  public  sector 
plans  is  discussed  in  detail  in  Volume  VI . 

Timing  and  investment  philosophy  will  have  various  effects  on 
investment  performance,  but  tlie  investment  regulations  are  sufficiently 
broad  to  permit  a  range  of  approaches.  The  rates  of  return  on  the 
funds  are  crucial,  since  a  poor  investment  return  will  mean  increased 
contributions  or  reduced  benefits.  Therefore  a  concern  for  the  buildup 
of  pension  assets  through  good  investment  performance  should  be  commen- 
surate with  a  concern  for  increasing  pension  liabilities. 


CONCLUSION 

One  of  the  prime  purposes  of  the  Pension  Benefits  Act  is  to  secure 
the  pension  promise  by  controlling  the  setting  aside  and  investment  of 
pension  plan  monies.  The  limiting  factor  for  the  amount  of  regulation 
required  to  achieve  this  purpose  has  always  been  that  pension  plans  are 
entered  into  voluntarily  by  the  employer  and  may  be  wound  up  volun- 
tarily. Ihat  limitation  is  still  relevant.  However  in  tlie  last  fifteen 
years  pension  fund  assets  have  grown  tremendously.  So  too  has  the  value 
of  tlie  pension  prcsriiises  grovm,  with  improved  vrage  rates  and  with  final 
pay  plans  in  an  inflationary  climate.  As  costs  begin  to  mount  there  is 
likely  to  be  increased  pressure  on  business  enterprises;  and  they  will 
be  forced  to  seek  ways  of  reducing  costs  in  every  area  possible,  which 
may  include  pension  plans.  We  see  this  climate  as  a  potentially  danger- 
ous one  for  the  security  of  pension  plans  if  pressure  fran  business  for 
less  stringent  funding  requirements  -  longer  ariiortization  periods,  and 
pay-as-you-go  adjustments  -  is  not  resisted.  Therefore  the  Commission 
has  no  hesitation  in  recanmending  measures  \^hich  it  believes  are  neces- 
sary now  to  ensure  pension  security  in  tlie  future.  It  is  better  to  have 
a  weakly  funded  plan  wound  up  now  than  to  permit  employees  to  rely  on 
the  promise  and  to  be  disappointed,  and  perhaps  seriously  prejudiced,  in 
retirement. 
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RECOMMENDATiavlS 

Actuarial  Funding  Methods 

That  the  Pension  Benefits  Act  or  its  regulations  be  amended  to  limit  the 
choice  of  actuarial  funding  methods  (as  defined  in  the  Appendix  to 
Chapter  9)  to  the  follcwing: 

Accrued  Benefit  -  unprotected 

Accrued  Benefit  -  projected 

Level  Premium  -  constant  dollar 

Level  Premium  -  constant  per  cent  of  salary,  entry  age  normal 

Level  Premium  -  constant  per  cent  of  salary,  attained  age  normal 

and  that  the  Aggregate  Funding  method  and  all  other  methods  except  the 
foregoing  be  prohibited  immediately  for  all  new  plans  and  be  phased  out 
within  a  reasonable  time  for  existing  plans. 


Tnat  the  Pension  Commission  of  Ontario  designate  the  plan  typss  for 
which  each  of  the  permitted  funding  irethods  is  appropriate. 


Actuarial  Valuations 

That  the  Pension  Conmission  of  Ontario  establish  without  delay  guide- 
lines for  the  choice  of  actuarial  assumptions  by  the  actuary  for  a 
pension  plan,  directed  to: 

a)  the  appropriateness  of  the  choice  of  actuarial  assumptions  and 
their  internal  consistency; 

b)  the  incorporation  of  actual  plan  experience,  where  suitable, 
into  the  construction  of  tables  for  mortality  and  turnover 
rates; 

c)  the  identification  of  the  inflation  rate  and  other  elements 
making  up  the  salary  scale  and  interest  rate  assumptions  and 
requiring  internal  consistency. 


Tiiat  the  Pension  Benefits  Act  or  its  regulations  be  amended  to  require 
that  all  actuarial  valuations  (except  for  certain  plans  in  the  public 
sector)  be  filed  on  a  triennial  basis  within  six  months  of  the  fiscal 
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year  end  of  the  plan  rather  than  the  present  12  months,  and  that,  if 
necessary  for  enforcement,  suitable  penalties  for  default  be  introduced. 


That  the  Pension  Benefits  Act  or  its  reyulations  be  amended  to  require 
that  all  pension  plans  in  the  public  sector,  including  the  Hospitals  of 
Ontario  Plan,  having  assets  of  $150  million  or  more,  file  an  actuarial 
valuation  annually  with  the  Pension  Ccanmission  of  Ontario  within  nine 
months  of  the  fiscal  year  end  of  the  plan. 


That  the  Pension  Benefits  Act  or  its  regulations  be  amended  to  require 
actuarial  reporting  in  canpliance  with  guidelines  set  by  the  Pension 
Conmission  of  Ontario  with  such  guidelines  to  take  precedence  over  the 
standard  now  enunciated  in  Section  4(b)(1)  of  the  regulation. 


Valuation  of  Assets 

That  the  Pension  Benefits  Act  or  its  regulations  or  its  guidelines  be 
amended  to  permit  the  use  of  capitalized  values  for  valuing  fixed  incane 
securities  only  when  the  following  conditions  apply: 

(i)    the  securities  are  high  quality  and  low  risk; 

(ii)  liquidity  requirements  of  the  fund  permit  the  holding  of 
such  securities  to  maturity; 

(iii)  those  securities  held  in  the  fund  bearing  interest  at  a  rate 
below  the  actuarial  assumed  rate  be  written  down  in  the  same 
manner  as  those  written  up. 


Solvency  Requirements 

That  the  existing  amortization  periods  now  available  under  the  Pension 
Benefits  Act  of  15  years  for  initial  unfunded  liabilities  and  5  years 
for  experience  deficiencies  remain  unchanged. 


164 


That  the  "test  valuation"  permitted  under  Regulation  4a.  of  the  Pension 
Benefits  Act  allowing  the  notional  conversion  of  an  experience  defi- 
ciency to  an  initial  unfunded  liability  for  the  purpose  of  deterniining 
the  amortization  period  for  the  liability,  be  phased  out  by  prohibiting 
its  use  for  actuarial  valuations  for  periods  ending  after  the  30th  of 
June,  1982,  and  any  experience  deficiencies  deemed  to  be  initial  un- 
funded actuarial  liabilities  under  tlie  test  valuation  in  tlie  past  or  the 
future  up  to  June  30,  1982  valuations  must  be  liquidated  in  accordance 
with  the  current  rule,  i.e.,  by  an  immediate  lump  sum  payment  or  by 
equal  annual  payments  over  not  more  than  15  years  from  the  valuation 
date  as  of  which  they  v/ere  discovered,  and  all  other  experience  defi- 
ciencies must  be  liquidated  by  an  immediate  lump  sum  payment  or  by  equal 
annual  payments  over  not  more  than  5  years  from  the  valuation  date  as  of 
which  they  viere   discovered. 


That  the  principle  of  applying  the  provisions  of  the  Pension  Benefits 
Act  to  all  QTiployment  pension  plans  in  Ontario,  whether  in  the  public 
sector  or  the  private  sector,  continue,  and  in  particular  that  there  be 
no  additions  to  the  initial  unfunded  liabilities  on  which  interest  only 
is  payable,  permitted  to  the  Province  of  Ontario  for  liabilities  at 
January  1,  1965  by  Regulation  2(13)  made  under  tlie  Pension  Benefits  Act, 
except  as  reccmmended  for  the  Legislative  Assembly  Retirement  Act  plan. 


That  for  plans  using  a  flat  benefit  design  and  such  other  plans  as  the 
Pension  Commission  of  Ontario  may  designate  frcm  time  to  time,  there  be 
such  conditions  for  tlie  making  of  plan  improvements  and  other  changes 
resulting  in  initial  unfunded  liabilities,  as  may  be  determined  by 
regulation  made  under  the  Pension  Benefits  Act,  in  order  to  ensure 
adequate  funding  under  the  plan  for  benefits  promised  from  time  to 
time. 


Plan  Termination 

That  the  Pension  Benefits  Act  be  amended  to  provide  that  meaningful  dis- 
closure be  made  to  all  members  of  a  pension  plan  individually,  advising 
that  in  the  event  of  a  plan  termination,  whether  voluntary  or  not,  those 
benefits  v\*iich  have  been  pranised  but  wtiich  are  funded  by  payments  into 
the  future  may  only  be  payable  to  the  extent  they  have  been  funded  at 
the  date  of  plan  termination. 
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That  the  Pension  Benefits  Act  be  amended  to  require  that  upon  wind-up  of 
an  anployment  pension  plan,  those  persons  who  have  met  the  conditions 
for  normal  retirement,  or  who  have  taken  or  are  eligible  for  early 
retirement  under  the  plan  at  least  six  months  before  the  date  of  wind-up 
and  are  in  receipt  of  or  eligible  to  receive  pension  payments,  or  who 
are  in  receipt  of  a  permanent  disability  pension  under  the  plan  shall 
receive  first  priority  for  all  basic  pension  benefits  payable  to  them 
at  the  date  of  such  retirement,  whether  or  not  these  have  been  fully 
funded,  to  the  extent  of  the  assets  of  the  plan.  If  the  assets  of  the 
plan  are  not  sufficient,  these  persons  shall  share  rateably  in  the 
available  assets.  All  other  benefits,  including  any  post-retirement 
benefit  improvements,  shall  be  payable  only  to  the  extent  funded  and 
shall  be  subject  to  the  terms  of  the  pension  plan  and  the  requirements 
of  tlie  Pension  Benefits  Act  as  they  apply  to  all  plan  meriibers. 


That  except  for  the  special  protection  to  be  provided  under  the  pre- 
ceding reccranendation,  priorities  among  members  on  pension  plan  wind-up 
be  determined  by  the  provisions  of  the  pension  plan,  and  where  the 
pension  plan  does  not  so  provide,  then  by  the  requirements  of  the 
Pension  Benefits  Act  which  should  be  amended  to  state  clearly  the 
following  classes  of  priority,  each  member  of  the  class  to  receive  the 
entitlements  stipulated  before  any  allocation  to  the  next  following 
class,    the  members  of  classes  to  share  rateably: 

a)  statutory  deferred  life  annuitants,  active  and  terminated; 
pension  benefits  to  the  extent  funded; 

b)  members  vested  under  the  plan  provisions,  pension  benefits  to 
the  extent  funded;  non-vested  employees,  to  the  extent  of 
required  contributions; 

c)  members  to  the  extent  of  their  additional  voluntary 
contributions; 

d)  members  having  other  pension  benefits  to  the  extent  funded; 

e)  members  having  any  other  benefits:  e.g.,  bridging  supplements 
if  not  pre-funded;   escalated  adjustments   if  not  pre-funded. 


That  the  Pension  Benefits  Act  be  amended  to  create  a  statutory  lien  for 
monies  deemed  to  be  held  in  trust  by  employers  under  Section  23a)  of  the 
Act. 
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That  the  Pension  Benefits  Act  be  amended  to  create  a  right  in  the 
Pension  Commission  of  Ontario  to  intervene  on  behalf  of  plan  members, 
where  the  employer  sponsor  of  the  plan  has  become  insolvent,  and  to 
enforce  the  statutory  lien  to  obtain  payment  into  the  plan  of  monies 
deaned  to  be  held   in  trust  for  the  benefit  of  the  plan  members. 


To  tlie  extent  that  such  steps  in  amending  the  Pension  Benefits  Act  by 
the  Government  of  Ontario  are  determined  to  be  bankruptcy  legislation 
and  therefore  beyond  the  legislative  powers  of  the  provinces,  that  the 
Government  of  Ontario  take  steps  to  persuade  the  federal  government  to 
create  a  protected  classification  under  federal  bankruptcy  legislation 
to  protect, 

a)  employee   contributions  which   have    been    deducted    and    not 
renitted; 

b)  onployer  contributions  payable   to   the  date  of   bankruptcy  or 
insolvency. 


That  the  Pension  Benefits  Act  or  its  regulations  be  amended   to  require: 

a)  in  the  case  of  money-purchase  plans,  that  employer  contri- 
butions be  due  and  payable  at  the  same  time  now  provided  for 
employee  contributions; 

b)  in  tiie  case  of  defined  benefit  plans  that  employer  contri- 
butions be  due  and  payable  in  four  equal  instalments  to  be  made 
within  30  days  of  the  end  of  each  quarter  of  the  plan  year. 


That  no  steps  be  taken  at  this  time  to  institute  plan  termination 
insurance  or  other  third  party  guaranty  of  benefits  promised  under  an 
employment  pension  plan. 


That  tlie  administration  of  employment  pension  plans  under  the  Pension 
Benefits  Act  have  as  one  of  its  doninant  goals  tlie  financial  protection 
of  benefits  premised  to  plan  members  with  the  aiiphasis  on  the  degree  of 
protection  to  be  increased   if  tlie  Gonmission's  proposed  mandatory  plan 
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is  not  adopted  and  if  membership  in  a  contributory  pension  plan  is  not 
made  voluntary. 


Funding  Post-Retirement  Adjustments 

That  the  Pension  Benefits  Act  or  its  regulations  be  amended  to  require 
that  all  post-retirement  adjustments,  whether  or  not  linked  in  some 
fashion  to  changes  in  the  Consumer  Price  Index  and  which  are  provided 
for  in  the  pension  plan  document  or  out  of  any  supplementary  or  other 
fund  created  for  that  purpose,  be  funded  on  the  same  basis  as  provided 
in  the  act  for  basic  benefits  under  the  pension  plan,  that  such  require- 
ment be  phased  in  effective  for  existing  plans  requiring  actuarial 
evaluation  fron  and  after  June  30,  1982  and  that  it  apply  imraediately  to 
new  plans.  Any  unfunded  actuarial  liabilities  created  by  this  change 
may  be  treated  as  initial  unfunded  liabilities  and  be  amortized  over  15 
years  with  annual  payments  to  be  not  less  than  the  annual  payout  in 
respect  of  such  adjustments. 
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BASIC  FUNDING  CXDNCEPTS 

The  essential  actuarial  task  involved  in  the  funding  of  employment 
pension  plans  has  been  described  as  follows  by  T.  Rdss  Archibald: 

"The  primary  goal  of  the  actuary  is  to  make  certain  that  the  pen- 
sion plan  accumulates  sufficient  funds  over  the  working  years  in 
order  to  provide  the  pension  benefits  promised  to  an  employee  in 
his  retirement  years.  The  actuary  views  his  task  in  the  manner 
depicted  in  Table  1.  In  general,  one  can  think  of  the  task  as 
accumulating  sufficient  dollars  over  the  working  years  to  buy  a 
life  annuity  for  the  retiring  employee  at  65  years  of  age  or  at 
whatever  retirement  date  is  specified  by  the  company  pension  plan. 

Table  1 

Essential  Actuarial  Task 


1                                                                                           1  Goal : 

1 
1 

1                                                                                       1      -  to 

accumulate           1 

1                                                                                       1          sufficient 

funds      1 

1                                                                                       1      -  to 

buy  a  1] 

Lfe           1 

1                                                                                       1          annuity  at 

65             1 

1 

1                    1                    1                    III 

30       40       50 
Working  years 


60       65       70  80 

Retiroiient  years 


1 

1  Example:     pension  agreement 
1                      for  life  fron  age 

1 

1  Funds  required  at  age  65  to 
1  produce  a  $1  per  year  life 
1  annuity  at  6%   interest (a) 

coTunits  conpany 
65. 

Annual 

pension 

benefit 

$17,500 

to 

pay  $17,500  a  year! 

Require  funds  fori 
a  payment  of      I 

1 

1                          $9.23 

1 

$161,500            1 

a     Based  on  1971  group  annuity  table  and  6  per  cent  interest. 
Source     T.    Ross  Archibald,   F.C.A. ,   Pension  Costs  and  Liabilities, 
Exhibit  II-l. 


"Thus  an  individual  has  a  vrorking  career  with  a  company  spanning 
any  number  of  years  up  to  retirement,  at  which  point  in  time  he 
leaves  his  employer  and  in  his  retirement  years  collects  the  prom- 
ised benefits.  In  the  example,  we  assume  an  employee,  age  30,  is 
hired  today.  After  working  35  years,  he  retires  at  age  65  and 
becanes  eligible  for  a  pension  of  $17,500  a  year  for  life.  The 
mechanical  problan  for  the  actuary  then  is  to  determine  how  much  it 
would  cost  to  buy  a  life  annuity  for  those  pension  benefits   at   age 
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65.  The  first  step  is  to  refer  to  the  actuarial  tables  to  find  ttie 
cost  of  a  $1.00  life  annuity  for  an  individual  at  65,  given  an 
interest  rate  and  inortality  assumptions.  In  tiiis  case,  tlie  cost  of 
a  $1.00  per  year  life  annuity  at  65  at  6  per  cent  interest  and 
mortality  according  to  the  1971  Group  Annuity  Mortality  Table,  is 
$9.23. 

"Multiplying  the  $9.23  times  the  annual  pension  benefit  of  $17,500 
yields  the  amount  necessary  to  buy  a  life  annuity,  or  $161,500. 
Thus,  the  essential  actuarial  task  translates  itself  in  this  exam- 
ple to  one  of  accumulating  sufficient  funds  over  the  next  35  years 
until  retirement  in  order  to  be  able  to  be  in  a  position  to  pur- 
chase the  life  annuity,  or  to  hold  tlie  equivalent  amount  necessary 
to  meet  the  pension  benefit  obligations  to  the  employee  when  they 
fall  due. 

"It  is  important  to  point  out  that  there  is  no  necessity  to  pur- 
chase a  life  annuity  at  65  in  order  to  assure  proper  funding.  As  a 
matter  of  fact,  tliis  is  a  rare  event  in  large  conpanies.  In  prac- 
tice, in  a  large  established  pension  plan,  there  are  contributions 
from  employers  and  employees  and  earnings  of  the  plan  as  cash 
inflows,  which  are  counter-balanced  by  benefits  paid  out  of  the 
plan.  The  real  problem  for  the  actuary  is  to  make  certain  that 
there  are  sufficient  funds  available  in  the  plan  at  retirement  to 
pay  those  benefits  on  a  monthly  basis  as  tliey  mature.  Nevertheless, 
it  seems  easier  to  conceptualize  the  problem  from  the  point  of 
view  of  having  to  accumulate  sufficient  funds  over  the  working 
years  in  order  to  buy  a  life  annuity  to  provide  the  pension  benefit 
obligations  during  the  retirement  years. "(1) 

In  order  to  accomplish  the  essential  actuarial  task  of  accumu- 
lating sufficient  funds  to  pay  for  premised  pensions,  a  wide  variety  of 
assumptions  involving  individual  judgment  are  used  to  determine  the 
annual  payment  required.  The  amount  of  the  annual  payment  for  the 
pranised  benefits  will  also  depend  on  the  methods  (actuarial  funding 
methods)  of  setting  aside  the  funds  for  the  various  types  of  pension 
plans.  Actuaries  can  use  the  same  actuarial  assumptions  with  the  same 
employment  pension  plan  and  membership  and  produce  widely  different 
ans\i?ers  for  overall  costs  and  liabilities  because  they  are  using  dif- 
ferent actuarial  funding  methods.  The  methods  are  designed  to  achieve 
the  same  result  in  the  long  run,  i.e.,  accumulate  tlie  necessary  pension 
fund  by  the  anployee's  age  65.  However,  the  patterns  of  setting  aside 
monies  can  be  very  different  indeed. 

With  each  actuarial  funding  method  a  "normial  contribution"  (cur- 
rent service  cost)  is  calculated  each  year  as  the  amount  to  be  paid 
under  the  terms  of  the  employment  pension  plan  with  respect  to  that 
particular  year's  service.  In  addition,  there  may  be  other  pension 
liabilities  collectively  referred  to  as  "supplemental  liability,"  which 
t  also  be  funded,   and  their  treatment  can  give   rise    to   further   sig- 
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nificant  differences  in  funding  patterns  for  a  particular  employr.ient 
pension  plan. 

Supplemental  liability  is  either  "initial  unfunded  liability" 
arising  from 

-  granting  of  pension  credits  for  service  rendered  prior  to  the 
establisliment  of  the  plan; 

-  using  a  normal  contribution  wiiich  is  inadequate  for  the  older 
employees  who  are  in  service  when  the  plan  is  established; 

-  liberalization  (improvement)  of  plan  benefits; 

-  the  changing  of  an  actuarial  assumption; 

or  an  "experience  deficiency"  arising  frcra  deviation  of  plan's  experi- 
ence fran  actuarial  assumptions,  for  example,  because  of  lower  than 
anticipated  investment  performance  or  pensioners  living  longer. 

Unlike  the  normal  contribution  which  under  the  Pension  Benefits 
Act  must  be  paid  each  year,  supplonental  liabilities  may  be  paid  over 
time.  Initial  unfunded  liabilities  may  be  paid  over  15  years  and 
experience  deficiencies  may  be  paid  over  5  years.  Such  liabilities  may 
of  course  be  paid  immediately  or  over  any  period  shorter  tlian  the  legal 
max  imurn . 

Sometimes  there  is  no  separate  determination  of  the  amount  of  this 
liability  and  its  funding  is  provided  for  simply  as  a  part  of  tlie  normal 
contribution  under  an  actuarial  funding  method  called  Aggregate  Funding , 
In  most  instances  there  is  a  separate  determination  of  the  amount  of  the 
supplemental  liability.  Its  amount  varies  with  the  particular  actuarial 
funding  method  used  and  a  fair  amount  of  latitude  and  discretion  is  open 
to  the  employer  in  funding  tiie  liability. 


ACTUARIAL  ASSUMPTIONS 

Because  nxjnies  are  set  aside  today  to  pay  future  pensions,  the 
actuary  wDrks  with  a  large  number  of  variables  which  are  considered  over 
a  long  time  frame  and  which  are  collectively  referred  to  as  actuarial 
assumptions.  The  actuary  develops  a  set  of  assumptions  having  regard  to 
eirployee  data  and  considering  the  plan  as  a  going  concern  to  determine 
the  amount  of  pension  promised  and  how  the  funds  will  be  set  aside. 
These  assuraptions  include  the  decranents  used  to  estimate  the  number  of 
employees  who  will  eventually  qualify  for  a  pension  or  other  benefit, 
economic  conditions  including  salary  and  interest  rates,  and  social 
characteristics  such  as  retirement  age  and  marital  status. 
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Decremental  Assumptions 

These  assumptions  determine  the  probability  that  an  employee 
on  whose  behalf  pension  benefits  are  being  credited  will  continue  in 
service  to  retirement  age  and  thus  actually  collect  a  pension.  The 
decremental  factors  working  against  obtaining  a  pension  are  death, 
turnover  (termination  of  employraent  whether  voluntary  or  involuntary), 
and  disability.  Separate  assumptions  must  be  developed  for  each  of 
these,   as  in  the  examples  set  out  in  Table  2. 

iMortality 

Mortality  rates  are  used  to  estimate  how  many  employees  will  live 
until  retirement  and,  as  well,  how  long  the  employees  will  draw  their 
pensions  once  they  have  retired. 

Only  in  the  largest  employment  pension  plans  is  the  number  of 
deaths  sufficient  to  be  a  reliable  guide  to  the  mortality  of  the  group, 
in  view  of  v^^ich  one  of  perhaps  a  dozen  standard  mortality  tables  is 
nearly  always  used.  Mortality  studies  are  published  frequently  by 
the  professional  actuarial  organizations  and  new  standard  tables  are 
constructed  fran  time  to  time.  A  study  by  the  Pension  Commission  of 
Ontario  of  actuarial  valuation  assumptions  as  of  October  31,  1978  for 
150  pension  plans  in  its  jurisdiction  which  had  1,000  or  more  active 
menbers  provides  information  about  tables  in  use  on  these  150  major 
plans. 

The  most  ccsiimonly  used  table  was  the  Group  Annuity  table  for  1951 
known  as  Ga-51  with  a  projection  or  adjustment  of  mortality  rates  to 
allow  for  improvements  in  mortality  since  the  table  was  prepared.  An- 
nuity tables  for  1949,  1951,  and  1971  (that  is,  the  Ga-1949,  Ga-51,  and 
Ga-71  tables)  were  used  without  adjustment  for  several  other  pension 
plans  in  the  study.  All  the  tables  were  derived  from  statistics  of 
annuitants  as  opposed  to  insured  lives,  except  that  in  two  cases  the 
1947  Standard  Table  was  employed  with  adjustments. 

While  some  of  these  mortality  tables  may  seem  out  of  date,  they 
are  not  so  if  they  are  projected  according  to  the  scale  of  mortality 
improvements  published  with  the  tables.  Usually  the  tables  have  a 
built-in  reduction  in  mortality  rates  to  allow  for  mortality  improvement 
fron  the  date  the  statistics  were  collected  to  the  date  the  table  was 
published,  as  well  as  a  projection  scale  which  enables  the  actuary  to 
allow  for  improvements  beyond  the  date  the  table  was  published,  at  one 
or  more  levels.  V^ere  tlie  projection  scale  is  not  available  or  is  not 
used,  the  adjustment  to  allow  for  mortality  improvement  is  usually  made 
by  tJie  actuary  by  an  age  reduction;  for  example,  by  assuming  that  the 
mortality  of  those  aged  65  in  1990  will  be  equal  to  the  mortality  of 
those  aged  64  according  to  the  table. 
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Table  2 

Major  Decremental  Assumptions  and  Specimen  Rates 


Item 


Major 
influencing  factors 


Survival  probabilities 
at  various  ages 


Living  to  age  65(a) 


Mortality 


Turnover 


Age,  sex 

At  age  3U 

.81 

31 

.82 

32 

.82 

33 

.82 

34 

.82 

At  age  35 

.82 

At  age  40 

.82 

At  age  45 

.83 

At  age  60 

.92 

Remaining  in 

service 

to  65(b) 

Age,  sex,  occupation. 

Fran  age  30 

.39 

length  of  service 

31 

.44 

32 

.49 

33 

.53 

34 

.58 

From  age  35 

.62 

From  age  40 

.81 

Fran  age  45 

.93 

Fran  age  60 

1.00 

Avoidance  of  disabi 

lity 

to  age 

65(c) 

Disability 


Age,  sex,  occupation 


At  age  30 

31 

32 

33 

34 

At  age  35 

At  age  40 

At  age  45 

At  age  60 


.86 
.86 
.86 
.86 
.86 
.86 
.86 
.87 
.95 


Sources 


a) 
b) 


c) 


1971  Group  Annuity  Mortality  Table  (Males). 
Ontario  Medium  Terraination  Rates,  The  Second  Report  of  the 
Ontario  Committee  on  Portable  Pensions  -  1961,  zero  from 
age  50. 

Transactions,  Society  of  Actuaries,  1977,  reports  of  mor- 
tality and  morbidity. 
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In  this  total  process  the  actuary  uses  judgment  in  choosing  an 
assumption  considered  appropriate  to  the  particular  enployee  group.  It 
is  estimated  that  the  ranges  implicit  within  the  various  mortality 
tables  are  such  that  this  choice  will  probably  affect  a  plan's  overall 
costs  and  thus  the  contributions  required  to  fund  the  plan  by  no  more 
than  about  10  per  cent,  half  of  tiie  effect  being  due  to  mortality  before 
retirement  and  the  other  half  due  to  mortality  after  retirement. 

Obviously,  mortality  is  influenced  by  botli  the  age  and  the  sex  of 
the  particular  eraployee.  It  is  a  fact  that  in  our  society  women  live 
longer  than  do  men.  For  this  reason  an  annuity  payable  to  a  woman  from 
age  65  costs  about  10  per  cent  more  than  a  similar  annuity  for  a  man. 

Turnover 

Turnover  rates  are  used  to  estimate  how  many  employees  will  leave 
the  conpany  before  becoiiing  entitled  to  pension.  They  are  sometimes 
referred  to  as  rates  of  termination  or  withdrawal. 

While  the  actuary  custcxnarily  adopts  one  of  a  rather  limited  number 
of  standard  mortality  tables  instead  of  developing  a  mortality  table  for 
the  particular  group  of  employees  in  the  pension  plan,  such  a  procedure 
is  less  usual  with  withdrawal  or  turnover  rates.  The  reason  is  that 
turnover  varies  fran  industry  to  industry,  from  employer  to  employer, 
fran  one  class  of  employee  to  another  and  from  year  to  year  depending 
on  econanic  conditions.  Hence,  it  is  impossible  to  develop  a  single 
turnover  table  of  wide  applicability. 

Nevertheless,  a  number  of  tables  showing  the  probability  of  leaving 
employment  other  than  by  death  or  retirement  have  been  published, 
usually  giving  a  range  of  rates,  for  instance  the  low,  medium,  and 
high  terraination  rates  in  the  1961  Report  of  the  Ontario  Committee  on 
Portable  Pensions.  These  are  "select"  rates  in  that  the  probability 
varies  by  length  of  service  as  well  as  by  age  on  the  premise  that  a 
short  service  employee  is  much  more  likely  to  change  jobs  than  is  an 
enployee  who  has  been  with  the  onployer  for  many  years.  Turnover  tables 
with  select  rates  have  also  been  published  in  the  transactions  of  the 
Society  of  Actuaries  (U.S.)  and  elsewhere,  including  termination  rates 
under  the  U.S.  Railroad  Retirement  System  wiiich  are  sometimes  found  to 
be  appropriate  for  other  groups. 

Select  rates  are  not  used  in  our  illustration  in  'teble  2.  However, 
in  Chapter  8  of  this  report,  a  study  has  been  made  of  the  degree  to 
which  pensions  are  preserved  for  employees  subject  to  various  levels 
of  turnover  under  employment  pension  plans  with  different  vesting  pro- 
visions. In  that  study  five  sets  of  select  termination  rates  were 
examined  including  high,  medium,  and  low  terminations  derived  from  the 
statistics  of  large  aaployers  in  Canada  and  the  termination  rates  for 
males  and  females  in  tlie  Ontario  public  service.  This  provides  a  good 
example  of  the  wide  range  of  rates  that  are  commonly  experienced. 
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Turnover  rates  are  usually  t±ie  most  important  of  the  decremental 
forces  in  their  impact  on  the  number  who  reach  retirement  age.  The 
sensitivity  of  this  assumption  is  demonstrated  when  one  notes  that 
in  Table  2  at  age  30  there  is  only  a  .39  probability  of  remaining  in 
service  to  65,  but  this  increases  over  the  years  so  that  at  age  45  there 
is  a  .93  probability  and  after  age  60,  the  table  cited  assumes  there  is 
no  chance  an  employee  will  terminate  employment  before  retiraiient  age. 

Disability 

Disability  rates  are  used  to  estimate  how  many  pension  plan  members 
will  not  receive  regular  retiranent  benefits  and,  by  corollary,  how  many 
will  receive  disability  benefits  if  these  are  available  under  the  plan. 

The  disability  factor  is  approximately  at  the  same  level  of  sensi- 
tivity as  mortality.  However,  this  could  be  substantially  influenced  by 
tlie  occupation  of  the  particular  employee  group,  its  sex,  composition, 
the  manner  in  which  disability  is  defined,  interpreted  and  administered 
(strictly  or  loosely),  and  even  current  rates  of  unonployment. 

If  the  pension  plan  provides  substantial  disability  benefits, 
assumptions  may  be  necessary  as  to  the  chance  of  disability  at  each 
age  and  the  mortality  applicable  to  disabled  lives.  Tables  developed 
by  life  insurance  conpanies  are  often  used  with  modifications  by  the 
actuary  for  this  purpose. 

Economic  Assumptions 

These  actuarial  cost  factors  are  based  upon  broad  economic  forces 
and  reflect  predictions  of  future  economic  behaviour.  The  principal 
ones  are  salary  scales  and  interest  rates,  for  which  typical  ranges  are 
set  out  in  Table  3. 

Table  3 

Major  Econonic  Assumptions 


Typical 

Item 

Cotiponents 

assumption  ranges 

(Per  cent) 

Salary 

3  to  7 

Merit  by  age 

4.5  to  0 

Productivity 

1  to  2 

Inflation 

2  to  5 

Interest 

4  to  7 

Pure  rate 

2  to  3 

Inflation 

2  to  5 
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Salary  Scales 

Salary  scales,  that  is,  rates  of  increases  in  salary  or  wages,  are 
needed  for  the  many  career  average  plans  which  use  an  actuarial  funding 
method  calling  for  future  earnings  projections.  There  also  appears  to 
be  general  agreement  among  actuaries  that  salary  scales  are  needed  for 
all  final  pay  plans  except  in  the  most  unusual  circumstances.  In  fact, 
this  is  now  a  requirement  in  the  recent  guidelines  of  the  Canadian 
Institute  of  Actuaries  on  Valuation  of  Pension  Plans. 

The  salary  scale  is  intended  to  reflect  the  anticipated  long-run 
effect  on  earnings  of  merit  increases,  productivity  gains,  and  adjust- 
ments for  inflation.  Typically,  ti\e   overall  rate  of  growth  is  assumed 
to  fall  into  the  3  to  7  per  cent  range,  witli  the  components  broken  down 
as  shown  in  Table  3. 

Merit  increases  are  generally  higher  early  in  an  employee ' s  career 
than  later  on.  For  example,  they  may  be  viewed  as  starting  at  4  to 
4.5  per  cent  annually,  and  declining  with  increasing  age  to  zero,  so 
that  the  overall  average  annual  compound  rate  is  of  the  order  of  2  per 
cent.  The  productivity  assumption  is  not  an  estimate  of  total  future 
productivity  gains  in  the  Canadian  econany  but  an  estimate  of  the  part 
of  those  gains  that  will  find  its  way  into  earnings  of  the  particular 
employee  group.  This  assumption  commonly  ranges  between  1  and  2  per 
cent.  Inflation  estimates  typically  range  between  2  and  5  per  cent 
annually,  recognizing  that  this  is  for  the  long  term. 

Based  on  the  foregoing,  it  would  seem  unrealistic  to  be  using 
salary  scales  of  less  than  4  to  4-1/2  per  cent;  but  a  significant  number 
of  plans  are  doing  so.  The  previously  mentioned  study  by  the  Pension 
Commission  of  Ontario  identified  68  plans  using  salary  scales.  The 
rates  of  salary  increase  assumptions  in  the  last  actuarial  valuation 
prior  to  1978  were  available  for  64  of  these  plans,  as  follows: 


Number 

Per  cent 

Salary  scale 

of 

plans 

of 

plans 

(Per  cent) 

1  up  to  3 

8 

12 

3  up  to  4 

18 

28 

4  up  to  5 

19 

30 

5  up  to  6 

14 

22 

6  up  to  7 

5 

8 

The  rules  of  Revenue  Canada  may  have  affected  the  choice  of  salary 
scale.  These  rules  are  designed  to  protect  tax  revenues  by  preventing 
employers  from  claiming  unduly  large  deductions  for  pension  contribu- 
tions. The  department's  Information  Circular  72-13R6  provides  that  a 
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salary  scale  may  be  used  provided  it  is  reasonably  consistent  with  the 
long-term  interest  assumption  and  that  normally  the  salary  scale  should 
not  exceed  the  interest  rate.  Before  February  2,  1979,  the  department's 
rule  was  even  stricter  and  the  interest  rate  had  to  exceed  the  salary 
scale  by  1  per  cent  or  riore.  It  is  likely  that  the  differences  shown  by 
the  statistics  would  be  less  marked  were  it  not  for  these  rulings. 

Interest  Rate 

Interest  rate  assumptions  are  often  broken  into  components  by  the 
actuaries.  The  pure  or  real  rate  of  interest  is  normally  assumed  to 
range  between  2  and  3  per  cent  annually  as  shown  by  past  history.  To 
illustrate,  even  though  mortgage  interest  rates  are  14  per  cent  and 
more,  lenders  do  not  expect  to  obtain  a  real  return  of  14  per  cent  on  a 
mortgage.  Traditionally  in  the  money  market  they  should  get  3  per  cent 
in  terms  of  purchasing  power,  but  it  is  necessary  for  the  lenders  to 
make  adjustments  for  the  rate  of   inflation  that  they  anticipate. 

txx)king  at  the  growth  of  interest  rates  and  wages  over  the  long 
term,  the  following  table  shows  the  annual  averages  over  several  ten- 
year  periods: 


Industrial 

Long-term 

Consumer 
price  index 

coiiposite 
wage  index 

Canada 
bond  yields 

Real 

.  grcwth  in 

Wages 

Canada  bonds 

(Per  cent) 

1929-1938 

-1.58 

.21 

4.14 

1.82 

5.81 

1939-1948 

4.29 

5.55 

2.97 

1.21 

-1.27 

1949-1958 

2.58 

5.79 

3.38 

3.14 

.78 

1959-1968 

2.17 

4.56 

5.30 

2.34 

3.06 

1969-1978 

6.89 

9.21 

8.11 

2.17 

1.13 

Thus,  real  wages  have  grown  at  roughly  2  per  cent  per  annum  over 
the  whole  period.  The  real  return  on  long-terra  Government  of  Canada 
bonds  has  been  much  more  variable,  but  a  rate  of  2  per  cent  is  indi- 
cated.    However,   pension  funds  are  not  all   invested   in  Canada  bonds. 

McLeod  Young  Weir's  40  Bond  Index  is  a  better  index  of  pension  fund 
investment  returns  than  the  long-term  Canada  bond  yield,  and  usually 
produces  between  1/2  and  1  per  cent  higher  yield.  The  40  Bond  Index  is 
not  used   in  the  table  as  the  series  does  not  go  back  to  1929. 

These  figures  support  the  view  that  real  wages  grow  at  about  2  per 
cent  a  year  and  the  real  return  on  investments  is  2  to  3  per  cent. 

Revenue  Canada  takes  the  view  that  the  actuary  should  in  some 
circumstances  assuTiie  that  interest  rates  will  exceed  increases  in  the 
Consumer  Price  Index  by  at  least  2  per  cent  per  annum.     The  department's 
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Information  Circular  72-13R6  requires  that  when  pensions  are  indexed 
with  the  Consumer  Price  Index,  the  assumptions  on  inflation  and  interest 
must  be  consistent  and  "normally  the  latter  must  exceed  the  former  by 
at  least  two  percentage  points."  In  other  words,  the  real  return  on 
investments  is  assumed  to  be  2  per  cent  or  more. 

The  study  by  the  Pension  Commission  of  Ontario  of  the  last  actu- 
arial valuation  of  large  plans  filed  witii  the  Commission  before  October 
31,  1978  provides  information  about  current  practices  on  interest  rates, 
as  follows: 


Number 

Per  cent 

Interest  rates 

of  plans 

of 

plans 

(Per  cent) 

4  up  to  4-1/2 

5 

3 

4-1/2  up  to  5 

21 

14 

5  up  to  5-1/2 

44 

29 

5-1/2  up  to  6 

30 

20 

6  up  to  6-1/2 

34 

23 

6-1/2  up  to  7 

7 

5 

7 

9 

6 

Varying  Interest  Rates 

Where  it  seans  likely  that  current  conditions  applying  to  one  of 
the  assumptions  will  not  continue  for  long,  it  is  possible  to  use  rates 
that  change  with  time,  sometimes  called  select  rates.  For  example,  a 
judgment  might  be  made  that  the  interest  assumption  should  be  at  7  per 
cent  for  the  next  ten  years  and  5  per  cent  thereafter.  Only  one  plan 
out  of  the  150  in  the  Pension  Commission's  study  used  select  rates, 
using  8-1/2  per  cent  for  the  first  3  years  after  the  valuation  date  and 
5-1/2  per  cent  thereafter. 

There  is  a  more  common  way  in  v^ich  two  interest  rates  may  be  used 
in  one  set  of  funding  calculations.  Instead  of  assuming  that  interest 
rates  may  fall  at  some  particular  point  in  time  in  the  future,  it  may  be 
assumed  that  one  rate  is  applicable  to  the  pension  fund  assets  relating 
to  former  employees  who  are  already  retired  and  another  rate  to  the 
assets  related  to  active  employees,  on  the  grounds  that  different  time 
periods  are  involved.  Since  the  average  lifetime  is  likely  to  be  10  to 
15  years  for  pensioners  but  30  or  more  years  for  the  active  employees, 
possibly  in  today's  econonic  climate  a  higher  interest  rate  could  be 
assuraed  for  pensioners'  assets  as  opposed  to  those  for  active  members. 
Indeed  the  rate  for  present  pensioners  might  be  close  to  that  adopted  by 
insurance  conpanies  in  making  annuity  quotations,  the  rate  for  active 
members  being  on  a  much  more  conservative  basis  because  of  the  longer 
time  frame. 
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Eight  of  the  150  plans  in  the  Pension  Comiaission' s  study  varied 
their  interest  rate  along  these  lines,   as  follows: 

4-1/2  per  cent  for  active,  4  per  cent  for  retired 

5  per  cent  for  active,  6  per  cent  for  retired 

5  per  cent  for  active,  6  per  cent  for  retired 

5  per  cent  for  active,  8  per  cent  for  retired 

5-1/2  per  cent  for  active,  3-1/2  per  cent  for  retired 

6-1/2  per  cent  for  active,  5-1/2  per  cent  for  retired 

7  per  cent  for  active,  5  per  cent  for  retired 

7  per  cent  for  active,  5-1/2  per  cent  for  retired 

It  is  interesting  tliat  only  3  of  the  8  used  a  higher  interest  rate 
for  the  assets  related  to  retirees  versus  those  for  active  employees. 
The  other  5  did  the  reverse,  using  a  lower  rate  for  the  retirees,  which 
might  be  appropriate  if  the  anployer  had  chosen  to  apply  excess  interest 
on  those  assets  to  provide  increases  in  pension  payments. 

Canada  Pension  Plan  Ceiling 

In  an  employment  pension  plan  integrated  with  the  Canada  Pension 
Plan  an  assumption  must  usually  be  made  as  to  the  Canada  Pension  Plan 
YMPE  (Year's  Maximum  Pensionable  Earnings)  in  future  years.  Under  the 
present  Canada  Pension  Plan  provisions,  the  YMPE  will  increase  at  12-1/2 
per  cent  per  annum  until  it  catches  up  with  the  Average  Industrial  Wage, 
which  it  will  follow  thereafter.  Hence  the  YMPE  after  a  few  years  will 
depend  on  the  rate  of  inflation  and  the  national  growth  in  real  wages. 
It  is  conrixjn  to  assume  that  the  YMPE  will  increase  12-1/2  per  cent  per 
annum  for  a  few  years,  say  until  1985,  and  will  thereafter  increase  in 
accordance  with  the  salary  scale  assumption  for  the  individual  company's 
plan.   However,   this  is  not  always  the  case. 

Social  Characteristics 

Retirement  Ages 

It  is  necessary  to  assume  either  an  average  retirement  age  or  a 
series  of  probabilities  of  retirement  at  ages  between  the  earliest 
retiranent  age  and  normal  retirement  age  under  the  plan.  Where  the 
pension  on  early  retirement  is  the  actuarial  equivalent  of  the  pension 
at  normal  retirement  age,  it  may  be  acceptable  to  assume  that  all  em- 
ployees retire  at  the  normal  age.  i^iany  pension  plans,  however,  do  not 
reduce  the  pension  on  early  retirement  by  as  much  as  would  be  required 
on  an  actuarial  basis,  so  that  early  retirement  may  involve  extra  cost 
to  the  fund.  In  these  cases  the  plan  would  be  undervalued  if  all 
employees  were  assumed  to  retire  at  the  normal  retirement  age.  The 
experience  of  the  particular  enployer  will  assist  in  making  a  retironent 
age  assumption,  and  the  employer's  opinion  should  be  sought  by  the 
actuary. 
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If  the  pension  plan  permits  employees  to  retire  on  full  pension 
after  a  period  of  service,  say  "30  and  out,"  it  could  be  argued  that 
retirement  should  be  assumed  for  each  individual  at  the  age  at  which 
full  pension  is  first  available  to  him.  However  this  is  not  necessarily 
the  most  realistic  actuarial  assumption  nor  would  it  necessarily  produce 
the  highest  liability.  Particularly  in  times  of  inflation,  employees 
may  have  a  strong  financial  incentive  not  to  retire  at  the  earliest  age, 
because  postponement  of  retirement  will  not  only  give  the  eaiployee  an 
additional  year  of  credited  service  (unless  of  course  the  employee  has 
achieved  maximum  service  already)  but  will  also  allow  the  pension  to  be 
calculated  on  a  higher  earnings  base.  The  higher  earnings  base  comes 
into  effect  automatically  in  final  pay  plans;  in  career  average  and 
flat  benefit  plans  a  similar  incentive  to  postpone  retirement  is  often 
present  since  postponement  allows  the  anployee  to  receive  tlie  advantage 
of  further  pension  upgrades. 

The  retirement  assumption  should  therefore  be  based  on  the  actual 
pattern  of  retirement  of  the  plan  members  and  the  likelihood  of  changes 
in  this  pattern.  Retirement  ages  may  be  affected  by  the  employer's 
personnel  policies.  Account  should  also  be  taken  of  the  removal  of 
discrimination  as  to  retirement  age  between  males  and  females  and  the 
current  pressure  to  abolish  mandatory  retirement. 

More  than  half  (52  per  cent)  of  the  150  pension  plans  in  the 
Pension  Commission  of  Ontario  study  assumed  retirement  at  age  65  and 
only  six  (4  per  cent)  had  a  higher  age.  In  25  plans  (17  per  cent) 
a  lower  age  was  assumed,  and  in  41  (27  per  cent)  a  graduated  scale 
of  retiranent  probabilities  was  used,  which  implies  that  some  of  the 
employees  were  assumed  to  retire  before  age  65. 

Family  Statistics 

If  the  plan  provides  survivor  benefits,  assumptions  will  be  needed 
to  enable  these  benefits  to  be  valued.  Assumptions  will  include  the 
proportion  married,  the  relative  ages  of  husbands  and  wives  (wives  are 
conmonly  assumed  to  be  three  years  younger  than  their  husbands  on  the 
average),  and  in  some  cases  the  number  and  ages  of  children  and  rates  of 
remarriage  of  widows  and  widowers. 

General  Principles 

Mention  was  made  of  the  importance  of  a  correlation  between  inter- 
est rates  and  salary  scales  and  specifically  of  looking  for  the  same 
inflation  canponent  in  each.  In  fact,  actuaries  tend  to  regard  all  the 
necessary  assumptions  as  an  interrelated  package  and  believe  that  the 
relationships  between  the  assumptions  may  be  as  important  as  their  abso- 
lute levels.  Their  requirement  is  that  tlie  assumptions  -  particularly 
econonic  assumptions  -  should  be  internally  consistent.  Not  only  should 
individual  assumptions  be  defensible  but  the  assumptions  as  a  whole 
should  be  reasonable. 
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Another  principle  is  tliat  tlie  assumptions  should  be  appropriate  to 
the  particular  work-force  and  the  particular  type  of  pension  plan.  Saiie 
occupations  have  traditionally  had  a  hiyh  rate  of  labour  turnover  which 
is  likely  to  persist  in  tlie  future,  while  in  others  stable  employment 
is  tlie  rule.  In  some  occupations,  anployees  tend  to  retire  early  and 
in  others  most  employees  stay  until  normal  or  mandatory  retirement. 
Demanding  and  hazardous  occupations  often  have  early  retirement  ages, 
for  instance  firefighters  and  policemen;  but  in  other  cases  retirement 
ages  vary  for  no  clear  reason.  Itie  pattern  of  salary  or  wage  increases 
and  of  praiiotions  to  nxDre  senior  positions  also  varies  from  employer  to 
employer.  In  addition,  the  terms  of  the  pension  plan  itself  can  change 
the  rates  of  retirement  and  termination  of  employment.  Accordingly, 
assumptions  should  depend  on  the  facts  concerning  the  particular  work- 
force wherever  possible,  although  in  tlie  smaller  plans  the  information 
may  not  be  statistically  significant,  so  that  more  general  tables  must 
be  used. 

Third,  in  valuing  a  pension  plan  it  is  considered  as  a  going  con- 
cern and  a  long-term  view  is  taken  in  making  tJie  necessary  assumptions. 
Itie  going  concern  basis  assumes  tliat  the  plan  will  continue  in  perpe- 
tuity or  until  every  plan  member  has  either  terminated  employment  or 
retired  and  all  payments  due  to  all  such  members  and  tlieir  beneficiaries 
have  been  paid  out  in  full.  In  theory  all  liabilities  which  may  arise 
in  the  course  of  tlie  funding  progression  will  in  the  long  run  have  been 
discharged.  This  basis  assumes  that  tlie  employer  will  continue  tlie  plan 
and  will  be  in  a  financial  position  to  make  all  the  required  payments 
into  the  plan. 

The  going  concern  basis  is  in  contrast  to  a  winding-up  basis.  The 
winding-up  basis  acknowledges  tliat  the  employer  may  choose  to  discon- 
tinue the  plan  at  any  point  in  time  or  may  became  financially  unable  to 
make  tlie  contributions  required  under  the  funding  pattern.  Then  the 
question  is  whether  at  the  time  of  winding-up  there  are  sufficient 
monies  accumulated  to  pay  the  prcxnised  benefits  to  the  extent  they  have 
been  earned  to  that  point  in  time.  A  winding-up  valuation  may  be  needed 
in  some  circumstances;  for  example,  if  the  company  is  going  out  of 
business  or  being  taken  over,  but  generally  pension  plans  are  funded  on 
a  going  concern  basis. 

A  fourth  principle  involves  identification  of  the  group  for  which 
valuations  are  made.  Actuarial  valuations  are  prepared  on  a  "closed 
group"  basis  with  rare  exceptions.  The  "closed  group"  basis  means  tlie 
costs  and  liabilities  and  contributions  are  worked  out  for  all  present 
plan  members  only,  without  taking  any  account  of  future  entrants  to  the 
group.  In  an  ongoing  plan,  future  entrants  are  generally  younger  than 
present  staff  and  require  lower  contribution  rates,  so  it  is  usually 
conservative  to  ignore  them. 

An  exception  to  the  "closed  group"  approach  is  the  dynamic  or 
open  group  valuation  which  employers  sometimes  have  done   to  provide 
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additional  information  about  future  costs,  funding  obligations,  and  cash 
flow  of  the  pension  fund.  Also,  social  security  plans  of  government  are 
often  "valued"   using  the  open  group  principle. 


ACTUARIAL  FUNDING  METHODS 

A  great  variety  of  actuarial  funding  methods  are  possible  in 
theory;  while  many  of  them  are  used  in  Ontario,  six  are  doninant.  The 
vast  majority  of  employment  pension  plans  in  Ontario  use  these  six 
methods,  although  this  is  not  readily  apparent  to  the  layman  because 
sane  of  the  methods  are  known  by  several  different  terms  and  some  of  the 
terms  are  used  interchangeably.  Table  4  sets  out  these  six  methods  by 
the  names  under  which  the  Ccmmission  has  chosen  to  discuss  them  in  this 
chapter,  the  terms  by  vv^ich  they  are  canmonly  known,  and  the  plan  types 
for  v^ich  they  are  ccmmonly  used. 

Table  4 

Leading  Actuarial  Funding  Methods  in  Use  in  Ontario 


Name  of  method 


Terms  in 
common  usage 


Plan  types  where  used 
Flat     Career    Final 
benefit   average    pay 


Accrued  benefit 

-  unprojected 

-  projected 


(Single  premium, 
(Unit  credit 
(Accrued  benefit, 
(Unit  benefit 


X 


X 


Level  pranium 

-  constant  dollars 

-  constant  per  cent 
of  salary,  entry 
age  normal 

-  constant  per  cent 
of  salary,  attained 
age  normal 

Aggregate  funding 


(Level  premium 
(Entry  age  normal, 
(Entry  age  level 

premium 
(Attained  age  normal, 
(Attained  age  level 

premium 

Aggregate  funding 


X 


X 


X 


X 


X 


Funding  methods  fall  into  two  broad  classes:  accrued  benefit 
methods  and  level  premium  methods.  Under  the  accrued  benefit  methods,  a 
unit  of  pension  benefit  is  associated  with  each  year  of  the  employee's 
service  and  is  paid  for  or  purchased  outright  by  the  annual  normal 
contribution.  Under  level  premium  methods,  the  benefits  are  projected 
through  to  retirement  and  the  costs  are  determined  as  a  level  dollar 
amount  or  percentage  of  pay  over  the  total  career  or  remaining  career  of 
the  employee.  Level  premium  methods  are  more  like  instalment  payment 
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plans  in  that  the  total  cost  of  the  eventual  pension  to  be  earned  for 
all  years  of  service,  past  and  future,  is  first  calculated  and  then 
equal  annual  instalnients  to  pay  for  it  are  calculated. 

To  illustrate  how  very  different  the  results  of  the  various  actu- 
arial funding  methods  are  with  each  of  tlie  three  different  plan  types,  a 
series  of  examples  was  developed  for  an  individual  aged  33  joining  a 
company  and  its  non-contributory  employment  pension  plan  wtiich  operates 
under  the  decremental  assumptions  set  out  in  our  earlier  Table  2.  Since 
the  key  distinguishing  feature  of  the  aggregate  funding  method  is  tliat 
the  supplemental  liability  is  zero  or  arbitrary,  this  method  was  omit- 
ted from  the  following  comparisons.  A  later  example  will  assume  a 
supplonental  liability,  essentially  consisting  of  a  liability  for  past 
service,  so  that  the  contrast  in  results  under  aggregate  funding  may  be 
shown  there. 

With  each  actuarial  funding  method  two  key  values  are  developed  - 
the  normal  contribution  and  the  actuarial  liability.  Ihe  normal  contri- 
bution as  described  earlier  is  the  amount,  on  the  basis  of  the  actuarial 
funding  method  tiiat  has  been  chosen,  that  should  be  paid  in  respect  of 
the  current  year  of  service.  The  actuarial  liability  is  the  amount  of 
money  tJ;iat  should  be  on  hand  for  the  plan  to  be  fully  funded  under  the 
Pension  Benefits  Act  by  the  use  of  tlie  funding  method  at  a  particular 
point  in  time.  It  is  the  sum  of  all  normal  contributions  which  should 
have  been  made  to  that  point  and  any  supplemental  liability,  reduced  by 
any  benefit  payments  that  have  been  made,  all  with  interest  earned 
thereon  and  the  "benefit  of  suvivorship. "  (Benefit  of  survivorship 
arises  because  contributions  are  made  for  all  erriployees  but  go  to  pro- 
vide pensions  only  for  those  who  survive  to  retireraent. ) 

Flat  Benefit  Plan 

This  plan,  in  our  example,  provides  a  pension  of  $500  a  year  for 
each  year  of  service.  The  interest  rate  assumption  is  6  per  cent 
par  annum.  For  an  anployee  starting  at  age  33  and  working  to  normal 
retirement  age  of  65,  the  pension  benefits  starting  at  age  55  will 
be  $16,000  a  year.  Values  under  the  two  different  actuarial  funding 
methods  applicable  are  shown  in  Table  5  (assuriiing  that  no  benefit  is 
paid  in  the  event  of  death,  disability,  or  termination)  for  each  of  the 
first  three  years  of  service  and  at  five  year  intervals  thereafter. 

Tne  wide  difference  in  the  funding  patterns  is  readily  apparent. 
The  normal  contribution  under  the  Accrued  Benefit  -  unprojected  method 
is  $265  in  the  first  year  of  service,  or  30  per  cent  of  the  normal 
contribution  of  $880  under  the  Level  Premium  -  constant  dollar  method, 
then  it  rises  to  virtually  the  same  amount  at  aye  44  and  by  age  64  it  is 
nearly  five  times  as  much  ($4,219  vs.  $880). 
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The  total  charge  against  the  employer's  earnings  statement,  or 
overall  payments  by  tlie  employer,  varies  significantly  under  the  two 
methods.  If  we  were  to  add  up  all  the  normal  contributions  over  the  32 
years  they  would  total  $50,260  under  the  Accrued  Benefit  -  unprojected 
method  and  $28,160  under  the  Level  Premium  -  constant  dollar  method. 
The  difference  of  course  is  made  up  by  extra  interest  earnings  in  the 
pension  fund  under  the  Level  Premium  -  constant  dollar  metliod  due  to  the 
larger  contributions  in  tiie  early  years  which  build  to  a  larger  fund 
under  investment  at  every  age. 

The  actuarial  liability  at  end  of  year  in  Table  5  shows  the  money 
which  should  be  in  the  fund  at  the  end  of  each  year  of  age  under  each 
method  so  that  the  plan  may  be  said  to  be  fully  funded.  Since  the  Level 
Premium  -  constant  dollar  method  consistently  calls  for  a  larger  fund  to 
be  on  hand  and  available  to  meet  pensioners'  claims,  it  is  the  more 
conservative  method  of  the  two. 

Table  5 

Actuarial  Funding  Methods  for  Flat  Benefit  Plans 


Accrued 

benefit 

Level 

premium 

-  unprojected 

-  constant 

dollars 

Normal 

Normal 

contribution 

Actuarial 

contribution 

Actuarial 

paid  at 

liability 

paid  at 

liability 

beginning 

at  end 

beginning 

at  end 

Age 

of  year 

of  year 

of  year 

of  year 

(Dollars) 

33 

265 

306 

880 

1,016 

34 

306 

700 

880 

2,167 

35 

350 

1,191 

880 

3,454 

40 

613 

5,400 

880 

11,928 

45 

956 

13,491 

880 

24,052 

50 

1,430 

27,582 

880 

41,081 

55 

2,029 

50,388 

880 

64,230 

60 

3,001 

91,307 

880 

101,240 

64 

4,219 

147,626 

880 

147,626 

Annual 

pension 

provided 

with  i 

annul  1 

^y 

rates  . 

at 

6  per 

cent 

16,000 

16,000 

Career 

Average 

Plan 

This  plan  in  our  example  provides  a  pension  of  2  per  cent  of  salary 
for  each  year  of  service.  The  enployee's  first  year  salary  is  $10,000 
which  is  assumed  to  increase  5  per  cent  every  year.      The    interest   rate 
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assumption  is  6  per  cent  per  annum.  For  an  employee  starting  at  age 
33  and  working  to  normal  retirement  age  of  65,  the  pension  benefits 
starting  at  age  65  will  be  $15,060  a  year.  Values  under  the  three 
different  actuarial  funding  methods  applicable  are  shown  in  Table  6 
(assuming  tliat  no  benefit  is  paid  in  the  event  of  death,  disability,  or 
termination,  as  before)  for  each  of  tlie  first  tliree  years  of  service  and 
at  five-year  intervals  thereafter. 

Ttie  difference  in  the  funding  patterns  under  tlie  Accrued  Benefit  - 
unprojected  nethod  on  tlie  one  hand  and  tJ-ie  two  level  premium  methods  on 
the  other  is  very  marked.  Under  tiie  former,  the  normal  contributions 
rise  very  rapidly  with  age  whereas  under  the  latter  they  represent  a 
level  percentage  of  payroll,  although  under  Level  Premium  -  constant  per 
cent  of  salary,  entry  age  normal  tliere  is  an  extra  contribution  in  tlie 
first  fifteen  years  against  the  payment  of  the  supplemental  liability. 
This  arises  froii  the  employee  in  the  example  entering  the  plan  at  age  33 
compared  to  an  assumed  entry  age  of  30  for  the  plan  as  a  whole. 

Tne  contribution  under  the  Accrued  Benefit  -  unprojected  method  is 
$106  in  the  first  year  of  service,  or  only  some  20  per  cent  of  the 
payments  required  under  tlie  two  level  premium  metliods;  it  then  rises  to 
virtually  the  same  amount  as  the  other  two  methods  at  about  age  47 
and  by  age  64  it  is  3-1/2  to  4  times  as  much  as  the  other  two  methods 
($7,659  vs.  $l,892/$2,255).  The  changes  in  terms  of  per  cent  of  salary 
are  even  more  dramatic,  witli  Accrued  Benefit  -  unprojected  ranging  from 
1.06  to  16.88  per  cent,  while  Level  Premium  -  constant  per  cent  of 
salary,  entry  age  normal  ranges  froii  5.42  per  cent  down  to  4.17  per  cent 
and  Level  Premium  -  constant  per  cent  of  salary,  attained  age  normal 
remains  constant  at  4.97  per  cent. 

The  differences  between  the  two  level  premium  methods,  namely  entry 
age  normal  and  attained  age  normal,  are  much  smaller;  but  of  course  the 
difference  between  the  assumed  entry  age  and  attained  age  is  only  3 
years  in  our  example.  Ihe  former  has  a  lower  norraal  contribution  (4.17 
per  cent  of  payroll  as  against  4.97  per  cent  of  payroll)  but  has  to  pay 
off  a  supplonental  liability.  Taking  all  payments  together  the  entry 
age  normal  method  pays  9  per  cent  more  in  Uie  first  year  and  16  per  cent 
less  after  the  15th  year. 

As  for  the  actuarial  liability,  the  results  again  differ  markedly. 
The  level  premium  funding  methods  are  seen  to  be  much  more  conservative 
than  the  Accrued  Benefit  -  unprojected  method  in  that  tliey  consistently 
call  for  much  larger  funds  to  be  on  hand.  Of  the  two  level  premium 
methods,  entry  age  normal  is  the  more  conservative  and  requires  the 
largest  payments  in  the  early  years,  yet  it  would  also  show  by  far  the 
largest  unpaid  or  unfunded  actuarial  liability  in  those  years  because  of 
the  suppl oriental  liability  developed  at  the  outset  under  tiiis  metliod. 
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Final  Pay  Plan 

This  plan,  in  our  example,  provides  a  pension  of  1  per  cent  of 
average  annual  salary  for  the  last  5  years  times  years  of  service.  The 
employee's  first  year  salary  is  $1U,000  which  is  assumed  to  increase  5 
per  cent  every  year.  The  interest  rate  assumption  is  6  per  cent  per 
annum.  For  an  employee  starting  at  age  33  and  working  to  retirement  age 
of  65,  the  pension  benefits  starting  at  age  65  will  be  $13,203  a  year. 
Values  under  the  three  different  actuarial  funding  methods  applicable 
are  shown  in  Table  7  (assuming  that  no  benefit  is  paid  in  the  event  of 
death,  disability,  or  termination,  as  before)  for  each  of  the  first 
three  years  of  service,  each  of  the  last  five  years  of  service,  and  at 
five  year  intervals  in  between. 

The  Accrued  Benefit  metliod  used  for  this  plan  is  on  the  projected 
basis  rather  than  the  unprojected  basis  used  in  the  Career  Average  Plan. 
The  variance  fran  the  level  pranium  nethods  is  therefore  not  as  great  in 
this  plan  as  it  was  in  the  Career  Average  Plan.  Nevertheless,  the 
normal  contribution  here  starts  out  at  2.19  per  cent  of  salary  at  age 
33,  is  approximately  the  same  as  the  two  level  premium  methods  at  age  45 
at  4.39  per  cent,  and  then  ranges  up  to  7.67  per  cent  at  age  64  whereas 
the  level  praniura  methods  stay  flat  at  3.86  per  cent  (plus  amortization 
payments)   and  4.36  per  cent  respectively. 

Again  the  most  conservative  of  the  three  methods  is  Level  Premium  - 
constant  per  cent  of  salary,  entry  age  normal. 


UNDERSTANDING  "fflE  DIFFERENT  ACTUARIAL  FUNDING  METOODS 

It)  understand  the  reasons  for  the  variety  of  actuarial  funding 
methods  and  the  pros  and  cons  of  each,  the  Cbmmission  analyzed  each  of 
the  daninant  methods  using  the  previous  examples  to  understand  how  the 
actuaries  calculate  the  nonnal  contribution  and  the  actuarial  liability 
under  ttiese  methods. 

Our  examples  of  actuarial  calculations  are  of  a  highly  simplified, 
basic  type,  ignoring  such  complicating  factors  as  the  possibility  of 
obtaining  disability  benefits  or  retiring  early,  guaranteed  terms  at 
retirenient,  surviving  spouse  provisions,  terminating  employment  with 
partially  vested  benefits,  etc.  They  are  not  intended  in  any  way  to 
convey  the  full  conplexity  of  the  actuarial  task. 

The  use  of  one  individual  is  not  entirely  appropriate  either. 
The  accrued  tenefit  funding  methods  develop  contribution  amounts  for 
individual  employees  and  sum  them  but  the  level  premium  metiiods  usually 
sum  the  individuals'  actuarial  factors  and  develop  contribution  amounts 
only  on  a  group  or  collective  basis.  Also,  the  situation  or  pattern  of 
funding   for  an   individual  will   rarely  be   indicative  of   the  overall 
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situation  or  position  of  an  entire  plan  which  is  made  up  of  members  of 
widely  varying  ages  and  service. 

It  should  also  be  noted  that  the  calculations  to  determine  the 
payments  that  are  needed  to  support  a  pension  fund  are,  with  very  few 
exceptions,  made  on  a  closed  group  basis.  The  costs  are  worked  out  for 
all  present  plan  members  assuming  that  there  will  be  no  future  entrants 
to  the  group.  As  future  entrants  are  generally  younger  than  present 
staff  and  require  lower  contribution  rates  it  is  conservative  to  ignore 
them.  Employers  sonetimes  have  cash  flow  studies  made  on  an  open  group 
basis  to  investigate  how  the  fund  will  operate  in  the  long  term  but  the 
actual  payiDents  assume  a  closed  group. 

Nevertheless,  our  examples  permit  a  description  of  thie  mechanical 
task  of  the  actuary  and  some  insight  into  the  features  and  limitations 
of  various  actuarial  funding  methods. 

Accrued  Benefit  -  unprojected 

The  steps  in  the  calculation  of  the  normal  contribution  of  $265  in 
our  33  year  old  employee's  first  year  of  service  in  the  Flat  Benefit 
Plan  example  are  as  follows: 

1.  The  pension  benefit  earned  by  the  employee  for  that  year's 
service  is  $500  a  year,   payable  corimencing  at  age  55  for  life. 

2.  $9.23  is  needed  at  this  employee's  age  65  to  buy  a  $1  a  year 
life  annuity  at  6  per  cent  interest  and  mortality  according 
to  the  1971  Group  Annuity  Mortality  Table.  This  annuity 
canmencing  immediately  at  nonaal  retirement  age,  e.g.  65,  is 
important  in  valuing  the  benefits  of  active  employees.  Tv/o 
assumptions  are  reflected  in  it:  the  probability  of  survival, 
usually  taken  fran  the  same  mortality  table  used  for  active 
employees,  and  a  rate  of  interest  for  discounting  expected 
future  pension  payments,  usually  the  rate  assumed  to  be  earned 
on  assets  of  the  pension  fund.  Thus,  the  annuity  factors  allow 
for  the  length  of  life  and  for  interest  rates. 

3.  $4,615  is  needed  at  tliis  employee's  age  55  to  buy  a  $500  a  year 
annuity,  or  pension  payable  conmencing  at  age  55  for  life.  The 
calculation  is  $9.23  x  $500. 

4.  This  sum  of  $4,615  can  be  accumulated  by  the  employee's  age 
65  by  investing  $715  today,  at  the  employee's  age  33,  for  32 
years  at  the  actuarially  assumed  rate  of  6  per  cent  interest, 
oanpounded  annually.  Ttie  calculation  is  to  discount  the  $4,615 
to  today's  values  by  applying  a  factor  of  .155  for  32  years  at 
6  per  cent. 
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5.  There  is  no  certainty  that  this  employee  will  remain  in  service 
fron  age  33  to  age  65  to  collect  this  pension.  According  to 
our  decremental  assumptions  in  Table  2,  the  survival  probabil- 
ities for  this  employee  at  age  33  are: 

Living  to  age  65  .82 

Remaining   in  service  to  age  65  .53 

Avoidance  of  disability  to  age  65  .86 

The  chance  of  this  eraployee  remaining  in  service  to  age  65  is 
therefore  only  (.82  x  .53  x  .86)  or  37  per  cent.  The  nonaal 
contribution  for  this  employee  this  year  is  therefore  $715  x 
.37  or  $265    (as  shown   in  Table  5). 

The  way  actuaries  in  principle  conpute  this  value  is  to  multiply 
the  dollar  value  at  retirement  of  the  benefit  earned  for  the  year's 
service  ($500)  by  a  deferred  life  annuity  factor  which  is  the  actuarial 
present  value,  at  the  anployee's  age,  of  $1  a  year  payable  from  age  65 
for  life.  The  deferred  life  annuity  factor  takes  account  not  only  of 
interest  but  also  of  the  probabilities  of  surviving   in  service. 

The  deferred  life  annuity  in  this  example  would  be: 

Cost  of  $l/year  life  annuity  at  employee's  age  65,   at  6  per  cent  - 

$9.23  times 

Discount  factor  of  years  to  employee's  age  65,  at  6  per  cent  - 

.155  times 

Probability  of  surviving  in  service  to  age  65  - 

.37  equals 

Daferred  life  annuity  of   .529 

Hence  the  value  to  an  enployee  age  33  of  a  pension  of  $1.00  a  year 
payable  frcsn  age  65  if  he  remains  in  the  onployer's  service  to  age  65  is 
$5.29.  The  calculation  of  the  normal  contribution  is  therefore  $500 
times   .529  or  $265. 

In  the  employee's  second  year  of  service,  the  deferred  annuity 
factor  is  .612  and  the  value  or  the  normal  contribution  is  $306  ($500  x 
.612). 

We  notice  that  even  though  the  amount  of  pension  benefits  earned 
each  year  is  the  same,  the  normal  contribution  must  increase  year  by 
year  as  there  is  less  time  left  to  earn  interest  and  the  probability 
of  surviving  in  service  keeps  increasing.  This  is  well  confirmed  in 
the  figures  in  Table  5.  It  is  obvious  that  this  method  would  produce 
mounting  total  contribution   rates    if   the  work- force    is  aging,    which 
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could  cause  difficulties  for  an  employer  in  terms  of  increasing  cash 
demands  to  provide  for  pensions. 

Tlie  same  approach  is  used  in  calculating  the  actuarial  liability 
except  that  the  dollar  value  at  retirement  of  benefit  earned  is 
cumulative  rather  than  for  a  single  year.  'Ihus  the  actuarial  liability 
for  this  employee  at  the  end  of  one  year's  service  was  calculated  at 
$306.  This  is  the  first  year's  normal  contribution  plus  one  year's 
interest  plus  the  "benefit  of  survivorship"  (see  belcw)  as  follows: 

$500  /  year  x  .612. 

The  actuarial  liability  at  the  end  of  two  years'  service  was  calculated 
at  $700  as  follows: 

$1,000  /  year  x  .700. 

Tnis  figure  is  not  tlie  sariie  as  the  normal  contributions  for  the  first 
two  years  plus  earned  interest  wliich  total  $622  as  follows: 

Normal  contribution  in  first  year  $265 

Interest  thereon  at  6  per  cent  (2  years  conpounded)  33 

Normal  contribution  in  second  year  306 

Interest  thereon  at  6  per  cent  18 

Total  $622 

The  difference  of  $78  is  attributed  to  "the  benefit  of  survivorship 
in  service,"  which  is  an  actuarial  concept  meaning  that  the  benefit 
of  those  anployees  who  are  assumed  to  survive  and  remain  in  service 
to  normal  retirement  age  will  be  provided  in  part  by  the  non- vested 
contributions,  plus  interest,  made  in  respect  of  those  employees  assumed 
to  die  or  withdraw  before  normal  retirenent  age. (2) 

The  "benefit  of  survivorship"  arises  because  equal  contriDutions 
are  made  for  all  employees  of  the  same  age  and  salary,  scsme  of  whoti  will 
work  through  to  retirement  and  some  of  whom  will  die  or  terminate  with- 
out benefit.  The  total  contributions  for  the  group  are  calculated  to  be 
sufficient  to  provide  the  pension  for  those  who  reach  retirement  age. 
Thus  the  contribution  rate  is  an  average,  allowing  for  the  probability 
of  receiving  or  forfeiting  tlie  pension.  The  contributions  of  those  who 
leave  are  reallocated  among  those  who  stay.  It  is  this  reallocation  of 
forfeited  contributions  that  constitutes  the  benefit  of  survivorship. 

The  benefit  of  survivorship  can  be  a  very  important  item  since  many 
employee  groups  are  mobile  with  high  probabilities  of  terminating  em- 
ployment. In  our  example,  the  chance  that  an  employee  age  30  will 
live  and  stay  in  service  to  age  6  5  is  only  37  per  cent.  Thus  the 
contributions  that  are  made  for  100  employees  age  30  will  go  to  the 
benefit  of  only  37  employees.  Next  year  the  contributions  made  at  age 
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31  will  eventually  benefit  only  41  per  cent  of  the  employees  at  that 
age.  To  show  the  total  effect,  when  this  same  employee  is  age  50  the 
actuarial  liability  will  be  $27,582  and  the  laenefits  of  survivorship  on 
the  given  assumptions  will  be  about  20  per  cent  of  ttie  total. 

This  Accrued  Benefit  -  unprotected  method  can  also  be  used  for 
career  average  plans.  The  fomiula  for  calculation  of  the  normal  con- 
tribution is  the  very  same  as  before  and  the  only  thing  that  changes 
is  the  amount  of  benefit  earned  by  the  year's  service.  In  our  exam- 
ples, instead  of  earning  $500/year  for  each  of  the  first  two  years  of 
service,  our  employee  earns  benefits  of  $200/year  in  the  first  year 
(2%  X  $10,000)  and  $210/year  in  the  second  year  (2%  x  $10,500).  The 
calculation  of  normal  contributions  which  appear  in  Table  6  is  as 
follows: 

Year  1  -  $200/year  x   .529  =  $106 
Year  2  -  $210/year  x    .612  =  $129 

Tne  increase  in  the  normal  contribution  in  the  employee's  later 
years  is  even  steeper  with  a  career  average  plan  tlian  within  a  flat  ben- 
efit plan  because  there  is  an  extra  factor  which  automatically  ensures 
it,  i.e.,  the  benefits  earned  in  succeeding  years  are  always  climbing  as 
the  salary  base  on  which  they  are  calculated  keeps  climbing. 

Tne  formula  for  calculating  tlie  actuarial  liability  is  again  the 
s.ame  as  before  except  only  for  different  amounts  of  benefit  earned. 
Tnus  the  actuarial  liability  for  tiiis  employee  is  calculated  as  follows: 

End  of  Year  1  -  $200/year  x    .612  =  $123 
End  of  Year  2  -  $410/year  x   .700  =  $287 

Once  again  we  see  the  powerful  effect  of  interest  and  benefit  of 
survivorship,  since  the  total  contributions  paid  are  only  $235,  or  $256 
including  interest. 

Accrued  Benefit  -  projected 

The  Accrued  Benefit  -  unprojected  method  cannot  be  used  for  sound 
financing  of  a  final  pay  plan  because  the  pension  earned  each  year 
cannot  be  taken  as  1  per  cent  of  the  salary  in  the  year.  If  it  were, 
the  total  of  the  pension  units  would  not  add  up  to  the  pension  at  re- 
tirement according  to  the  plan  formula.  They  would  simply  add  up  to  a 
career  average  pension  rather  than  a  final  pay  pension.  The  pension 
benefit  earned  each  year  could  be  defined  in  several  arbitrary  ways,  but 
logically  should  be  calculated  in  relation  to  the  employee's  expected 
salary  in  the  five  years  just  before  he  retires.  Salary  projections 
must  therefore  be  made  and  this  is  wtiy  the  Accrued  Benefit  -  Projected 
Method  must  be  used. (3) 


196 


Apart  frcm  the  projection  of  salaries  to  detemiine  the  pension  ben- 
efit earned  in  a  particular  year,  the  Accrued  Benefit  -  Projected  method 
works  exactly  the  same  way  as  the  Accrued  Benefit  -  Unprojected  method. 

With  the  example  of  the  33  year  old  employee's  first  year  of 
service  in  our  final  pay  plan,  the  first  step  would  be  to  project  salary 
through  to  age  65  as  is  shown  in  Table  7  and  calculate  the  eventual 
pension  to  be  earned.  The  pension  is  1  per  cent  of  the  average  annual 
salary  for  the  last  5  years  -  ages  60  to  64  inclusive  -  times  the  total 
number  of  estimated  years  of  anployment,  that  is,  1  per  cent  of  $41,259 
times  32  years,   or  $13,203  a  year. 

Under  this  funding  method,  each  year  of  service  is  considered 
to  earn  a  pension  of  1  per  cent  of  that  year's  salary,  increased  in 
the  ratio  of  the  last  five  years  average  salary  to  the  current  year's 
salary.  If  the  actual  salary  increases  are  exactly  equal  to  the  assumed 
salary  scale,  this  means  that  the  pension  earned  each  year  is  the  total 
pension  divided  by  tlie  years  of  employment  (i.e.,  $13,203  divided  by 
32).  This  method  is  therefore  sonetimes  called  the  Accrued  Benefit  - 
constant  dollar  tienefit  method.  In  practice,  actual  and  assumed  sala- 
ries are  rarely  equal,  but  in  our  example  they  are.  Accordingly,  the 
unit  of  pension  purchased  is  a  constant  $413  each  year. 

The  rest  of  the  calculation  of  the  normal  contribution  follows  the 
same  formula  as  before: 

$413/year  x    .529  =  $219 

In  the  second  year  of  service,  on  the  basis  of  our  example  the  pension 
to  be  purchased  would  again  work  out  to  $413  a  year.  The  normal  contri- 
bution would  be: 

$413/year  x    .612  =  $253 

It  is  worth  noting  that  the  benefits  actually  earned  in  a  final  pay 
plan  -  as  in  a  career  average  plan  -  are  always  climbing  in  succeeding 
years  as  the  salary  base  on  \Atiich  they  are  calculated  keeps  climbing. 
However,  use  of  the  projected  version  of  the  Accrued  Benefit  method  for 
a  final  pay  plan  has  the  effect  of  smoothing  out  its  contribution  rates 
over  the  years.  This  can  be  seen  fron  Tables  6  and  7  where  the  normal 
contribution  of  the  Career  Average  Plan  ranges  from  1.06  per  cent  of 
salary  to  16.88  per  cent  while  the  Final  Pay  Plan  ranges  from  2.19  to 
only  7.67  per  cent. 

The  Accrued  Benefit  -  projected  method  is  a  more  conservative 
funding  method  than  the  unprojected  version.  The  same  factors  are  used 
in  calculating  the  actuarial  liability  here  as  for  tlie  Accrued  Benefit  - 
unprojected  method,  but  the  factors  are  applied  to  higher  amounts  of 
pension,  namely  pensions  based  on  earnings  at  retirement  ratlier  than 
earnings  at  the  employee's  present  age. 
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Level  Premium  -  constant  dollar 

Level  premium  methods  viork  very  differently  from  accrued  benefit 
methods.  Under  accrued  benefit  methods  a  specified  amount  or 
unit  of  pension  benefit  is  associated  with  each  year  of  the  employee's 
service  and  it  is  to  be  paid  for  or  purchased  outright  by  the  annual 
normal  contribution.  Level  praniun  methods,  on  the  other  hand,  are  more 
like  instalment  payment  plans  in  that  the  total  cost  of  the  eventual 
pension  to  be  earned  for  all  years  of  service,  past  and  future,  is 
first  calculated  and  then  equal  annual  instalments  to  pay  for  it  are 
calculated. 

The  steps  in  the  calculation  of  the  normal  contribution  for  our  3  3 
year  old's  first  year  of  service  in  the  Flat  Benefit  Plan  using  the 
Level  Prenium  -  constant  dollar  method  are  as  follcws: 

1.  The  pension  to  be  earned  for  32  years  of  employment  -  from  age 
33  to  age  65  -  will  be  32  x  $500  or  $16,000  a  year. 

2.  The  deferred  life  annuity  factor  for  an  employee  age  33  is 
.529,  as  in  our  earlier  example.  The  value  at  age  3  3  of  the 
pension  of  $16,000  a  year  is  therefore  $8,464,  i.e.,  $16,000  x 
.529.  This  $8,464  may  be  tliought  of  as  the  total  cost  at  age 
33  of  the  eventual  total  pension;  in  otiier  words,  the  lump  sum 
amount  v\^ich  if  invested  at  tlie  employee's  age  33  at  6  per  cent 
interest  compounded  annually  and  with  benefit  of  survivorship 
will  produce  the  funds  needed  at  the  employee's  age  65  to 
provide  for  the  pension  thereafter  of  $16,000  a  year. 

3.  The  present  value  of  a  "temporary  employment  based  annuity"  of 
$1  per  year  for  an  employee  age  33  is  $9.62.  This  annuity  by 
definition  is  assumed  to  be  paid  at  the  beginning  of  each  year 
that  the  employee  is  alive  and  still  at  work.  Its  present 
value  reflects  the  probability  that  tlie  employee  will  survive 
in  service  from  year  to  year  all  the  way  to  retirement  (the 
same  probabilities  as  used  in  developing  the  deferred  life 
annuity  factor)  with  the  annuity  payments  being  discounted  bacK 
to  the  anployee's  age  33  at  the  actuarially  assumed  rate  of 
interest. 

4.  Since  a  temporary  anployment  based  annuity  of  $1  per  year  from 
age  33  has  a  present  value  of  $9.62  and  the  present  value  of 
the  total  eventual  pension  is  $8,464,  a  payment  of  $880  per 
year  ($8,464/$9.62)  from  the  employee's  age  33  is  needed  to 
provide  the  fund  ultimately  required  at  age  65.  This  payment 
of  $880  per  year  is  the  normal  contribution  to  the  pension  fund 
and  this  annual  payment  once  established  is  a  dollar  amount 
which  does  not  vary  with  the  employee's  incane  or  age. 
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Level  prQTiiLDn  funding  methods  may  be  characterized  as  instalment 
payment  plans  taking  into  account  the  probability  of  a  pension  becoming 
payable  at  retirement  as  well  as  accumulated  interest  and  taking  into 
account  the  probability  that  the  pensions  will  be  received.  The  con- 
stant dollar  method  sets  a  fixed  dollar  amount  for  every  instalment. 
The  other  methods  sets  a  fixed  per  cent  of  pay  for  every  instalment.  In 
both  cases  the  instalment  payments  paid  so  long  as  the  employee  is  in 
service  with  interest  will  contribute  on  average  the  pool  of  capital 
needed  at  the  employee's  age  65  to  provide  his  or  her  pension. 

Level  Premium  -  constant  per  cent  of  salary,  entry  age  normal 

This  is  a  widely  used  method  for  final  pay  plans.  The  calcula- 
tions under  entry  age  normal  and  other  level  premium  methods,  including 
Aggregate  Funding,  may  be  made  separately  for  each  individual,  but  more 
usually  a  v%/eighted  average  percentage  of  earnings  is  calculated  whicti 
applies  to  all  members  of  the  plan. 

Under  this  method,  there  is  no  attempt  to  specify  the  pension 
benefit  earned  for  a  particular  year  of  service.  The  eventual  total 
pension  to  be  earned  for  all  years  of  service  of  a  typical  new  entrant 
is  calculated  frcm  the  formula  in  the  plan  for  pension  benefits.  The 
total  cost  of  this  pension  is  then  determined  and  spread  evenly  as  a  per 
cent  of  salary  over  all  years  between  the  employee's  age  at  entry  into 
the  plan  and  age  at  normal  retirement.  Sometimes  tlie  employee's  actual 
age  of  entry  into  the  plan  is  used  but  usually  the  assumed  entry  age  is 
the  average  for  all  anployees  or  is  chosen  having  regard  to  the  ages  of 
recent  recruits  and  the  prospects  for  the  future.  \Ne  first  consider  an 
assumed  entry  age  of  30  and  a  single  employee  who  in  fact  entered  at 
that  age  with  a  salary  of  $8,638.  Salary  at  age  30  is  assumed  to  be 
$8,638  in  order  to  be  consistent  with  a  salary  of  $10,000  at  age  33  and 
our  assumption  that  salaries  increase  at  5  per  cent  per  annum. 

The  steps  in  tlie  calculation  of  the  normal  contribution  under  the 
Final  Pay  Plan  for  our  30  year  old  onployee's  first  year  of  service  are 
as  follows: 

1.  The  pension  to  be  earned  by  a  new  entrant  at  age  30  for  a  total 
of  35  years  of  employment  -  fran  age  30  to  age  65  -  will  be  35 
X  1%  X  $41,259  (being  the  last  five  years  average  salary),  that 
is,    a  pension  of  $14,441  payable  from  age  65  for  life. 

2.  The  deferred  life  annuity  factor  for  an  employee  age  30  is 
calculated  in  exactly  the  same  manner  as  described  above  for  a 
33  year  old  employee.  The  deferred  annuity  factor  is  .324. 
(Annuity  value  at  65,  $9.23  x  discount  for  interest  .130  x 
probability  of  surviving   in  service   .27). 

3.  The  value  at  age  30  of  the  pension  of  $14,441  is  $4,679  (that 
is,   $14,441  X   .324). 
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4.  Ihe  value  of  a  temporary  employment  based  annuity  of  1  per  cent 
of  annual  salary   is  13.98  per  cent  of  salary  at  age  30. 

5.  Accordingly,  a  1  per  cent  contribution  annuity  has  a  present 
value  at  age  30  of  13.98  per  cent  of  the  salary  of  $8,638  or 
$1,208. 

6.  If  a  1  per  cent  contribution  annuity  is  worth  $1,208,  then  a 
3.86  per  cent  contribution  annuity  is  worth  $4,679,  which  is 
the  present  value  of  the  pension  per  step  3  above.  Hence  3.86 
per  cent  of  salary  is  the  normal  contribution  for  a  new  entrant 
at  age  30. 

Thus  in  a  entry  age  normal  calculation  the  normal  contribution  for 
this  employee  who  entered  at  age  30  would  each  year  te  3.86  per  cent  of 
salary  in  the  year.  The  liability  for  the  employee  would  be  zero  at 
the  entry  date  and  in  tlie  follcwing  years  would  be  represented  by  the 
contributions  with  interest  and  with  benefit  of  survivorship,  (adjusted 
for  actuarial  gains  or  losses,  if  for  example  the  employee's  salary  rose 
at  a  different  rate  fron  that  assumed). 

The  results  are  different  where  an  employee  enters  the  plan  above 
the  assumed  entry  age,  say  age  33.  The  normal  contribution  is  by 
definition  the  same  percentage  of  salary  as  if  he  or  she  joined  at  age 
30,  but  there  is  a  supplemental  liability  at  the  date  of  joining  even 
though  there  is  no  past  service.  In  general  terms,  the  values  are 
determined  as  follows: 

1.  The  pension  to  be  earned  by  an  employee  vi^o  enters  at  age  33  is 
32  X  1%   X  $41,259,   or  $13,203. 

2.  Ihe  deferred  life  annuity  factor  at  age  33  is  .529  so  that  the 
present  value  of  the  pension  is  $6,984  (that  is,  $13,203  times 
.529). 

3.  The  value  of  a  temporary  employment  based  annuity  of  1  per  cent 
of  annual  salary  in  all  years  from  age  33  to  age  65  is  16.09 
per  cent  of  salary  at  age  33.  Since  the  salary  at  age  33  is 
$10,000  the  present  value  of  1  per  cent  of  annual  salary  is 
$1,609. 

4.  The  entry  age  normal  contribution  rate  is  3.86  per  cent  for  all 
employees  in  the  plan.  Hence  we  find  that  the  present  value  of 
all  the  future  normal  contributions  for  tlie  employee  age  3  3  is 
3.86  X  $1,609  or  $6,211. 

5.  As  the  total  value  of  the  pension  to  the  employee  is  $6,984 
(item  2)  and  the  value  of  the  normal  contributions  is  $6,211 
(itaa  4)  there  is  a  deficiency  of  $773  which  is  created  im- 
mediately when   the   employee   joins   the  plan   at  age   33.      The 
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reason  is  of  course  that  a  contribution  rate  appropriate  for  an 
employee  at  age  30  is  not  sufficient  for  an  aiiployee  at  age  33. 
Tiiis  deficiency  constitutes  a  supplemental  liability  which  must 
be  paid  off  by  equal  annual  instalments  over  15  years  or  less. 
(In  tiie  more  accurate  calculation  in  Table  7  the  liability 
is  found  to  be  $801,  which  is  liquidated  by  15  equal  annual 
payments  of  $78  each. ) 

In  addition  to  the  supplemental  liability  arising  from  entrants 
at  higher  than  tlie  assumed  normal  entry  age,  there  may  be  a  further 
supplanental  liability  if  the  plan  awards  pensions  for  past  service  when 
it  is  established,  or  if  the  benefits  are  subsequently  increased. 

In  subsequent  years,  the  normal  contribution  is  not  changed  from 
3.86  per  cent  of  payroll  unless  there  are  significant  changes  in  the 
actuarial  assumptions  (including  the  entry  age  assumption)  or  in  the 
plan  provisions.  The  actuarial  liability  is  determined  by  calculating 
the  then  present  value  of  the  employees'  eventual  pension  benefits  and 
subtracting  the  value  of  normal  contributions  for  future  service  at  3.86 
per  cent  or  at  the  amended  rate  on  estimated  future  payrolls.  If  plan 
improvements  have  been  made  in  the  interval,  the  supplemental  liability 
related  to  them  requires  a  valuation  of  the  plan  as  it  was  before  and 
after  the  amendments. 

A  change  in  actual  average  age  in  tlie  work-force  which  is  such  an 
important  factor  in  accrued  benefit  methods  is  not  so  critical  with  the 
entry  age  normal  method.  Under  this  method  the  actuary  must  watch  how 
the  actual  entry  age  of  new  members  conpares  with  the  assuined  entry  age. 
When  it  is  higher,  as  age  33  is  in  the  example,  it  creates  an  instant 
supplemental  liability  and  the  effect  is  to  pay  off  a  portion  of  the 
pension  cost  over  15  years  instead  of  32.  When  it  is  lower,  say  age  25, 
the  value  of  noniial  contributions  exceeds  the  value  of  the  individual's 
pension,  since  contributions  calculated  at  age  25  would  be  lower.  If 
the  assumed  entry  age  has  been  properly  chosen,  there  will  be  some 
enployees  entering  earlier  and  some  later,  so  that  the  net  difference 
will  be  small. 

If  new  enployees  join  the  plan  at  or  near  the  assumed  age  and  the 
other  actuarial  assumptions  are  realized,  entry  age  normal  method  offers 
the  advantage  that  the  normal  contribution  will  be  a  constant  percentage 
of  the  payroll  of  the  plan  members  as  we  saw  in  Tables  6  and  7.  A 
current  example  of  how  this  helps  employers  avoid  an  increase  in  pension 
contributions  is  seen  in  the  Ontario  teacher's  plan,  the  Teachers' 
Superannuation  Fund  (TSF)  .  Declining  school  enrolments  are  forcing 
cut-backs  in  spending  and  teacher  positions  as  well  as  fewer  hirings 
of  new  teachers.  It  seems  inevitable  that  the  average  age  of  plan 
monbers  will  rise,  but  since  the  TSF  uses  the  entry  age  normal  method 
for  funding,  the  normal  contributions  are  likely  to  stay  at  their  former 
level  as  a  percentage  of  payroll  as  long  as  there  are  not  significant 
changes  in  plan  provisions  or  actuarial  assumptions. 
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Level  Premium  -  constant  per  cent  of  salary,  attained  age  norrral 

The  attained  age  normal  method  is  similar  to  the  entry  age  normal 
method  except  that  the  normal  contribution  is  based  on  the  actual  at- 
tained ages  of  the  employees  when  the  plan  commences  as  opposed  to 
an  assumed  entry  age.  Any  supplemental  liability  is  strictly  related 
to  actual  past  service  credited  to  the  employees  and  the  normal  con- 
tribution when  the  plan  comes  into  force  is  expressed  as  the  constant 
percentage  of  salary  of  plan  membars  which  will  pay  for  the  pensions  in 
respect  of  their  future  service. 

The  attained  age  normal  method  is  perhaps  a  more  natural  choice 
than  entry  age  normal  when  a  pension  plan  is  established,  since  the 
supplemental  liability  is  strictly  related  to  the  actual  past  service  of 
the  aaployees  and  the  noraial  contributions  theoretically  cover  the 
liability  for  service  after  the  effective  date  of  the  plan.  Thus  normal 
contributions  start  at  a  relatively  high  level  and  tend  to  come  down  (as 
a  percentage  of  payroll)  as  new  entrants  join  who  are  younger  on  average 
than  the  starting  group  of  employees. 

The  arithmetical  steps  have  not  been  given  in  detail  for  this 
method.  As  shown  in  Tables  6  and  7,  the  normal  cost  is  slightly  higher 
but  there  is  no  supplemental  liability  in  our  exariiple  to  be  liquidated. 

Aggregate  Funding 

Aggregate  Funding  is  very  similar  to  the  attained  age  normal  method 
and  confusion  of  these  names  often  occurs.  The  essential  difference 
between  the  two  methods  is  that  under  aggregate  funding  supplemental 
liabilities,  regardless  of  their  origin,  are  included  in  determining  the 
normal  contribution  (with  a  few  exceptions  discussed  under  below) . 

Thus  at  any  actuarial  valuation  date  the  normal  contribution  as  a 
percentage  of  payroll  is  found  by  subtracting  the  assets  from  the  total 
actuarial  liability  for  all  past  and  future  service  and  dividing  by  the 
value  of  a  1  per  cent  temporary  employment  based  annuity.  The  excess  of 
the  total  actuarial  liability  over  the  assets  at  each  valuation  is  paid 
for  by  contributions  which  are  the  same  percentage  for  all  employees. 
The  purpose  of  the  actuarial  valuation  is  principally  to  determine  the 
new  percentage  rate  of  contribution  (or  instalment  payment  rate)  needed 
to  support  the  benefits. 

This  funding  method  is  illustrated  by  the  following  example  with 
the  same  final  pay  plan  described  before,  but  assuming  that  when  the 
plan  is  started  there  is  only  one  employee,  age  40,  with  7  years  of  past 
service.  The  steps  in  the  calculation  of  the  normal  contribution  of 
$939  under  this  method  are  as  follows: 

1.  The  pension  to  be  earned  for  32  years  of  service  under  the 
final  pay  formula  is  $13,203  as  in  previous  examples. 
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2.  The  deferred  life  annuity  factor  at  age  40  is  1.228,  so  that 
the  value  of  the  pension   is  $16,213   (that  is,  $13,203  x  1.228). 

3.  A  temporary  employment  based  annuity  at  age  40  of  1  per  cent  of 
salary  has  a  present  value  of  17.282  per  cent  of  salary. 

4.  Since  the  salary  at  age  40,  consistent  with  previous  assump- 
tions, is  $14,071,  the  value  of  a  1  per  cent  temporary  employ- 
ment based  annuity  is  $2,432. 

5.  Accordingly,  the  contribution  rate  required  for  aggregate 
funding  is  1  per  cent  x  $16, 213/$2,432  or  6.67  per  cent  of 
payroll. 

6.  The  first  year's  contribution  is  6.67  per  cent  of  the  first 
year's  salary,   $14,071,    that  is  $939. 

In  effect  the  Aggregate  Funding  method  allows  the  cost  of  past 
service  pensions  to  be  written  off  in  a  different  manner  from  that 
provided  under  regulations  of  the  Pensions  Benefits  Act.  The  latter 
requires  such  liabilities  to  be  liquidated  by  equal  annual  instalments 
over  not  more  than  15  years.  The  Aggregate  Funding  method  spreads  the 
payments  over  the  period  fron  the  onployees'  attained  ages  to  age  65, 
i.e.,  over  25  years  instead  of  15  years  in  our  example  here.  Moreover 
the  payments  would  be  expressed  as  a  percentage  of  salary  of  all  plan 
manbers.  Ihus  the  payiiients  would  tend  to  rise  as  salaries  rose  but  tend 
to  fall  as  members  retired  or  died  or  terminated.  In  some  cases  the 
funding  would  be  less  rapid  tlian  contemplated  by  regulation,  in  other 
cases  more.  The  contributions  would  of  course  be  redetermined  at  each 
actuarial  valuation  date. 

Considering  total  costs.  Aggregate  Funding  can  be  a  conservative 
method  in  a  continuing  conpany,  since  contributions  are  made  for  new 
entrants  at  the  same  rate  as  for  the  existing  group.  The  initially 
established  rate,  for  a  mature  group  of  employees  and  including  past 
service  costs,  would  be  applied  to  a  new  entrant  even  though  a  lower 
rate  might  well  suffice  for  his  benefit.  At  the  succeeding  valuations 
the  contribution  rate  would  be  redetermined  and  would  probably  be 
reduced . 

In  practice,  the  Aggregate  Funding  method  sometimes  recognizes  a 
supplemental  liability  for  past  service  credits  when  a  pension  plan  is 
established  or  if  there  are  major  amendments.  The  Aggregate  Funding 
principle  is  then  applied  to  the  balance  of  pension  costs.  This  is  good 
practice,  since  the  supplemental  liability  will  be  paid  off  in  15  years 
and  tlie  normal  contribution  percentage  will  be  more  stable  -  it  will 
start  at  a  lower  level  but  will  not  drop  so  rapidly  when  new  entrants 
are  enrolled  in  tlie  plan.  The  supplemental  liability  is  usually,  but  not 
always,  determined  by  use  of  one  of  the  accrued  benefit  funding  metl-iods. 


203 


Another  difficulty  with  Aggregate  Funding  is  that  actuarial  losses 
are  not  identified  at  tiie  successive  valuations,  and  payment  of  them  is 
simply  blended  with  the  rest  of  the  costs.  Losses  may  occur  from  unan- 
ticipated salary  increases,  a  lower  than  expected  interest  return,  fewer 
decrements  from  death  and  disability  and  other  unfavourable  trends.  The 
net  amount  of  losses  m.inus  gains  from  these  items  is  the  experience 
deficiency  under  the  Pension  Benefits  Act  and  should  normally  be  paid 
off  in  5  years  or  less. 

Tne  Pension  Commission  of  Ontario  on  March  9,  1966  issued  a  direc- 
tive on  Frozen  Initial  Liability  Valuations,  (which  include  Aggregate 
Funding  and  variations  on  other  level  premium  systems)  which  direc- 
tive is  still  apparently  in  force.  It  provides  that  if  the  normal 
contribution  rate  (as  a  percentage  of  salary)  has  fallen  between  two 
actuarial  valuations,  it  will  be  presumed  that  no  experience  deficiency 
has  arisen.  If,  however,  the  normal  contribution  rate  has  risen,  the 
actuary  must  use  one  of  the  procedures  outlined  in  the  directive  to 
determine  if  an  experience  deficiency  has  arisen  and  the  araount  tliereof. 
The  usual  5-year  rule  applies  to  an  experience  deficiency  so  determined. 

The  examples  show  that  all  the  methods  examined  are  designed  to 
provide  the  necessary  funds  for  retirees'  pensions  if  the  plan  continues 
to  operate  indefinitely,  i.e.,  is  a  "going  concern."  However,  a  vital 
consideration  is  whether  tlie  funding  will  be  such  that  if  the  plan  is 
discontinued  at  any  time  there  will  be  enough  money  in  the  fund  to 
purchase  or  provide  all  the  promised  pension  benefits. 

The  "going  concern"  concept  means  taking  a  very  long  term  view  in 
selecting  actuarial  assumptions,  recognizing  liabilities,  and  making 
payments  on  the  basis  that  tiie  plan  will  continue  in  operation  and  the 
benefits  premised  to  employees  will  be  delivered.  In  our  examiples  with 
say  a  10-year  vesting  rule,  there  would  be  no  vested  benefits  for  the 
employee  in  years  1  to  9  but  cash  contributions  are  required  just  the 
same.  Also,  the  payments  for  final  pay  plans  are  based  on  projected 
earnings,  although  in  the  event  of  termination  of  the  plan  the  benefits 
would  be  based  on  the  lower  actual  earnings  to  date.  On  the  other  hand, 
discounts  for  future  terminations  are  made  in  the  calculations  and  would 
not  apply  in  the  event  of  plan  termination.  On  balance,  it  seems 
probable  that  funding  under  each  of  these  methods  would,  in  the  event  of 
plan  termination,  provide  all  pensions  to  retirees  and  cover  all  other 
vested  benefits  as  well  as  a  major  part  of  the  accrued  pensions  of 
employees  who  are  not  yet  vested.  The  main  factor  wtiich  might  interfere 
with  this  would  be  the  existence  of  supplemental  liabilities  with  many 
years'  instalments  remaining  unpaid. 

The  more  conservative  the  funding  method,  the  greater  the  prob- 
ability of  meeting  all  the  liabilities  in  tlie  event  of  plan  termination. 
The  examples  show  that  the  level  premium  methods  are  more  conservative 
than  the  accrued  benefit  methods.  Perhaps  aggregate  funding  is  more 
conservative  than  the  accrued  benefit  methods;  certainly  it  is  less 
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conservative  than  the  level  premium  methods.  Plans  using  accrued 
benefit  tunding  methods  will  usually  meet  a  major  proportion  of  the 
liabilities,  unless  there  is  a  problem  with  supplemental  liabilities  as 
alluded  to  before.  It  follows  that  aggregate  funding  should  do  about  as 
well  and  the  level  premium  methods  will  do  even  better. 
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NOTES 

(1)  T.  Ross  Archibald,  F.C.A.,  Accounting  for  Pension  Costs  and 
Liabilities  (A  Reconciliation  of  Accounting  and  Actuarial 
Practice),  a  CICA  research  study  (unpublished). 

(2)  Dan  M.  McGill,  Fundamentals  of  Private  Pensions,  Wharton  School, 
4th  ed.,  June  1979,  Chapter  15. 

(3)  Ibid. 
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Chapter  10 


The  Effect  of  Inflation  on  Retirement  Income 


In  a  period  of  severe  inflation  such  as  has  prevailed  since  the 
early  1970s,  those  vho  depend  upon  fixed  incoraes  suffer  a  substantial 
loss  of  purchasing  power.  The  realization  in  recent  years  that  pen- 
sioners in  particular  face  a  serious  decline  in  their  standard  of  living 
has  led  to  considerable  public  concern,  and  with  it  the  advocacy  of 
various  forms  of  inflation  protection.  In  particular,  much  controversy 
has  been  generated  by  the  indexing  of  pensions  in  the  federal  public 
service.  Probably  because  of  extensive  coverage  in  the  media,  the 
S'jbject  of  inflation  protection  appeared  in  most  submissions  to  the 
Commission  and  was  very  much  in  the  minds  of  the  respondents  to  our 
Consumer  Survey. 

"Indexing"  is  the  term  comr.ionly  used  to  define  compensation  for  a 
loss  in  purchasing  pov/er  of  the  dollar  due  to  inflation.  The  formi  of 
ccfnpensation  is  often  a  percentage  increase  in  fixed  payments,  equal  to 
part  or  all  of  an  increase  in  the  Consumer  Price  Index.  When  such  an 
adjustment  is  made  automatically  from  year  to  year,  "indexing"  is  said 
to  be  in  effect.  In  some  cases,  adjustment  for  loss  of  purchasing  power 
may  be  made  by  payment  of  an  additional  amount  not  s^^ecif ically  related 
to  the  CPI.  Such  payments,  v^ether  on  a  regular  basis  or  not,  are  knovsm 
as  "ad  hoc"  increases;  that  is,  they  are  for  a  special  purpose  and 
without  a  formula  that  would  imply  a  comraitment  to  similar  increases  in 
the  future.  In  this  discussion  v/e  use  "indexing"  in  the  broad  sense 
of  any  form  of  additional  payment  intended  to  compensate  for  loss  of 
purchasing  power. 

Submissions  to  the  Commission  reflected  a  wide  range  of  views,  from 
those  advocating  automatic  indexing  for  all  pensions  to  those  asserting 
that  there  should  be  no  indexing  at  all.     Many  v^o   acknowledged    a  need 
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for  adjustments  were  also  concerned  with  the  cost  of  the  additional 
payments.  The   following  excerpts  represent  the  diverse  positions: 

"I  always  tried  hard,  worked  hard  and  met  my  responsibilities 
personally  through  the  years  in  which  I  was  able  and  privileged 
or  permitted  to  earn  a  salary,  paid  my  taxes  and  tried  to  'save' 
on  a  limited  income.  Money  saved  in  the  1940s  is  not  nearly  of 
equivalent  worth  now  and  indeed  one  sacrificed  many  necessities  to 
say  nothing  of  luxuries  to  lay  aside  a  dollar  for  a  'rainy  day.  ' 
Yes  I  am  keenly  interested  and  concerned  that  pension  incomes  be 
indexed  to  cost  of  living." 
Rita  Dinner  (Brief  45). 

"For  those  en  fixed  incone,  including  the  overwhelming  majority  of 
pensioners,  inflation  is  nothing  less  than  a  prolonged  and  direct 
assault  upon  their  standard  of  living  and  way  of  life. 

"We  believe  that  all  pensioners  have  the  right  to  indexation,  based 
on  price  inflation  rates;  that  our  society,  having  accepted  the 
basic  rationale  for  sufficient  retirement  income,  has  the  moral 
responsibility  to  maintain  that  level  of  income;  and  that  because 
such  retirement  incone  is  not  expanded,  but  merely  maintained  by 
indexation,  we  not  only  believe  that  our  society  can  afford  to 
index  pensions  but  that  we  can't  afford  not  to." 

National  Union  of  Provincial  Government  Employees  (Brief  177) 

"Inflation  itself  is  the  root  cause  of  pension  inadequacy  and  the 
Church  urges  the  Commission  to  state  this  clearly  and  forcefully, 
to  add  to  the  growing  public  and  political  acceptance  of  the  need 
for  vigilance  to  resist  programs  which  are  inflationary  or  contrib- 
ute to  expectations  of  increased  inflation." 
The  United  Church  of  Canada  (Brief  206) 

"We  recognize  that,  in  theory,  indexing  is  certainly  desirable 
and  something  that  we  should  perhaps  strive  for.  However,  the 
current  approach  of  uncapped  indexing  by  some  creates  a  second 
class  citizenry  out  of  those  who  do  not  have,  or  could  not  afford, 
uncapped  indexation  of  benefits." 

Daninion  Foundries  and  Steel,  Limited  (Brief  129) 

"If  each  and  every  individual  must  share  the  responsibility  for 
the  general  econonic  well-being  of  a  country  and  assume  a  role  in 
making  provision  for  financial  resources  at  retirement,  there  is  no 
reason  vihy  protection  against  inflation  should  be  given  to  selected 
groups.  Ihere  must  be  some  sharing  of  economic  risk. 

"In  the  industrial  private  sector,  costs  which  increase  when  eco- 
ncanic  conditions  in  the  marketplace  prevent  a  transfer  of  such  cost 
increases  to  product  or  service  prices  severely  impair  the  profit- 
ability of  business,  and  may  harm  its  ability  to  raise  capital. 
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Labour  represents  a  high  proportion  of  industrial  costs  and  nearly 
all  governinent  costs.  A  formula  to  automatically  raise  the  cost  of 
labour  in  these  two  sectors  not  only  creates  a  situation  which  may 
jeopardize  corporate  profitability  but  also  creates  a  situation 
which  may  eventually  turn  into  increased  taxation.  Furthermore 
product  prices  in  Canada  could  rise  to  where  they  become  totally 
uncatpetitive  with  suppliers  in  other  countries." 
Algona  Steel  Corporation,  Limited  (Brief  218) 

"This  need  for  pressure  on  governments  points  out  an  ironical 
disadvantage  of  the  autonatic  indexing  schemes,  i.e.,  if  benefits 
are  indexed  we  feel  more  comfortable  with  inflation. " 
Michael  Beswick  (Brief  104) 

"Our  union  has  been  wary  about  pushing  for  indexed  pensions  in 
the  private  sector.  We  are  simply  not  convinced  that  it  is  in 
fact  feasible  to  fully  fund  private  indexed  pensions;  and  without 
funding,  the  security  which  indexation  is  supposed  to  guarantee 
can't  exist. 

"If  public  pensions  are  in  fact  made  adequate  and  indexed  to  the 
average  industrial  wage,  then  significant  protection  for  pensioners 
would  already  exist  independent  of  private  pensions." 
United  Auto  Workers  (Brief  264) 

"Some  procedure  is  needed  for  increasing  the  dollar  value  of  pen- 
sions in  time  of  rising  prices  (whether  due  to  physical  shortages 
or  to  inflation),  but  not  for  total  conformity  to  a  price  index." 
Johnson  and  Higgins  Willis  Faber  Limited  (Brief  213) 

"Because  expenditures  in  constant  dollars  tend  to  decrease  with 
advancing  age,  pension  benefits  should  reflect  this  decrease.  They 
should  also  reflect  the  increase  in  the  current  dollar  cost  of  the 
necessary  expenditures.  Therefore,  we  conclude  that  partial  index- 
ing rather  than  full  indexing  to  a  Pensioner  Index  is  apprcpriate. " 
William  M.  Mercer  Limited  (Brief  244) 

"There  is  no  economic  obstacle  to  indexed  benefits.  Our  econany  is 
fully  capable  of  providing  the  same  basket  of  goods  and  services 
during  retirement  years  as  it  is  at  the  commencement  of  retirement. 
To  argue  that  there  is  any  economic  obstacle  to  maintaining  the 
purchasing  power  of  retirees  is  to  advance  the  untenable.  The 
difficulty  arises  from  the  context  in  v\tiich  private  pension  funds 
operate. " 

Ontario  Public  Service  Employees  Union  (Brief  208) 

Wnile  both  proponents  and  opponents  of  indexing  were  represented  in 
the  submissions,  most  respondents  in  the  Consumer  Survey  expressed  their 
desire  for  some  means  of  protecting  their  pensions  from  inflation.  What 
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was  not  clear  was  how  tliey  tliought  such  protection  should  be  provided  or 
at  whose  expense. 

With  respect  to  government  programs,  85  per  cent  of  the  respondents 
to  the  Consumer  Survey  agreed  that  Q^S  and  CPP  payments  should  be  fully 
indexed  to  the  cost  of  living;  10  per  cent  did  not  know  if  there  should 
be  any  indexing,  and  only  2  per  cent  did  not  want  any  form  of  indexing. 
About  60  per  cent  thought  indexing  should  be  paid  for  fran  general  taxes 
and  about  12  per  cent  believed  that  increased  contributions  should 
provide  the  additional  funds  required. 

Table  1  shows  that  respondents  were  widely  in  favour  of  total 
indexing  for  both  private  and  public  employment  pensions,  with  74.5 
per  cent  advocating  full  indexing  for  private  plans  and  64.2  per  cent 
agreeing  that  complete  indexing  of  programs  for  civil  servants  was 
desirable.  Only  5.9  per  cent  rejected  any  form  of  indexing  for  private 
plans  and  11  per  cent  v^re  opposed  to  any  form  of  indexing  of  public 
enployees'  benefits.  Again  views  varied  as  to  how  the  costs  of  indexing 
would  be  met. (1) 

In  view  of  tlie  wide  range  of  opinions  and  interest  groups  it  is 
necessary  to  examine  carefully  the  issues  in  pension  indexing.  At  the 
outset  it  should  be  noted  that  the  debate  has  focused  on  the  indexing  of 
defined  benefit  pension  plans.  Because  there  are  special  problems  in 
funding  for  indexing  in  defined  benefit  plans,  little  has  been  said 
about  money-purchase  plans,  vviiich  though  covering  a  small  number  of  em- 
ployees are  also  affected  by  inflationary  pressures.  Virtually  nothing 
has  been  said  about  those  v^o  have  never  been  in  a  pension  plan  or  had 
the  cpportunity  to  join  one  and  vsho  have  made  provision  for  retirement 
in  other  ways.  We  must  not  forget  that  in  order  to  benefit  fran  pension 
indexing,  one  must  first  have  a  pension.  Thus  consideration  of  what  is 
the  proper  response  to  inflation  must  take  into  account  the  situation  of 
all  retired  persons  in  our  society. 


THE  PROBLEM 

Traditionally,  the  econcmy  has  expanded  year  by  year  in  terms  of 
the  total  of  all  goods  and  services  produced.  To  the  extent  that  this 
growth  in  the  Gross  National  Product  is  "real"  -  that  is,  represents  an 
increase  in  volume  rather  than  dollar  value  -  it  is  a  measure  of  the 
productivity  of  the  econony.  Expressed  in  per  capita  terms  it  indicates 
an  increase  in  the  nation's  standard  of  living,  since  there  has  been  an 
increase  in  the  total  output  to  be  shared  in  one  way  or  anotlier  by  the 
population.  In  the  past,  overall  productivity  has  increased  at  an 
annual  rate  of  some  2  per  cent.  That  figure  may  be  taken,  therefore, 
as  an  approximation  of  the  increase  in  living  standards  experienced  by 
or  expected  by  the  average  Canadian,  provided  that  the  individual's 
incane  is  linked  to  economic  growth  through  wages,  salaries,  commis- 
sions, dividends,  or  some  similar  mechanism.  Pensioners,  however,  are 
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not  in  a  position  to  benefit  from  this  productivity  "dividend"  and  so 
are  unable  to  achieve  any  improvement  in  liviny  standards  ocxaparable  to 
that  available  to  people  still  in  the  work-force.  Even  in  the  absence 
of  inflation  or  with  full  indexing  of  their  pensions,  they  must  still 
face  a  relative  decline  in  tiieir  purchasing  power  of  roughly  2  per  cent 
each  year. (2) 

The  impact  of  inflation  on  fixed  incomes  is  dramatic.  To  illus- 
trate, we  might  assume  a  retirement  income  of  $900  per  month  from  all 
sources  -  none  of  it  indexed  or  adjusted  in  any  way.  At  present  that 
amount  might  be  expected  to  cover  food,  shelter  and  other  basic  neces- 
sities, a  reasonable  outlay  for  entertainment  and  similar  discretionary 
spending,  and  possibly  some  saving  or  acquisition  of  capital  assets. 
With  an  inflation  rate  of  8  per  cent,  however,  the  $900  will  buy  only 
$833  worth  of  goods  and  services  by  the  end  of  the  first  year.  After 
two  years  the  pensioner's  buying  power  will  have  dropped  to  $769;  after 
three  years,  $714.  Five  years  after  retiranent  the  same  dollar  amount 
of  income  will  have  a  "real"  value  of  only  $566.  With  purchasing  power 
cut  by  well  over  one-third,  the  pensioner  almost  certainly  will  have 
given  up  saving,  v/ill  no  longer  be  able  to  make  any  significant  capital 
purchases,  and  is  likely  to  have  some  difficulty  budgeting  for  the 
necessities  of  life.  Even  without  inflation,  the  pensioner's  standard 
of  living  will  decline  in  relation  to  that  of  the  working  population  by 
a  further  2  per  cent  each  year,  since  the  person's  non-wage  income  will 
not  reflect  productivity  improvements. 

Clearly  this  is  an  extreme  example,  ignoring  as  it  does  the  pro- 
tection now  afforded  by  indexing  of  payments  fron  public  programs.  Our 
purpose  at  this  point  is  to  underline  the  need  for  such  indexing,  and  to 
assist  in  an  understanding  of  the  concerns  of  the  elderly  whose  living 
standards  rely  to  a  significant  extent  on  fixed  incones. 

Thus,  the  consequences  of  a  fixed  income  are  twofold.  No  longer 
protected  against  price  increases  through  wage  increases,  the  indi- 
vidual's incone  falls  further  behind,  not  only  in  relation  to  prices  but 
also  to  the  income  of  those  who  continue  to  work  and  receive  pay 
increases  that  reflect  productivity  growth. 

Other  losses  to  inflation  may  directly  or  indirectly  affect  the 
pensioners'  situation.  "It  is  generally  accepted  that  debtors  gain  and 
creditors  lose  frc*n  inflation,  since  the  former  group  is  repaying  debts 
in  dollars  that  have  a  lower  real  purchasing  power  than  when  the  funds 
were  borrowed ."( 3 )  As  lenders,  pension  funds  may  lose  in  two  ways. 
Traditionally  investors  expect  to  earn  a  real  rate  of  return  of  about 
3  per  cent.  A  higher  interest  rate  reflects  the  lender's  expectation 
of  inflation  over  the  term  of  the  loan.  Thus,  a  rate  of  7  per  cent 
represents  a  4  per  cent  assunption  for  inflation.  If  inflation  in  fact 
runs  at  5  per  cent  during  the  term  of  the  loan,  the  lender  will  lose 
and  the  debtor  will  have  the  advantage.  In  addition,  if  inflation 
accelerates  year  by  year  and  the  term  of  a  loan  exceeds  one  year  the 
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creditor  will  suffer  a  capital  loss  because  of  his  inability  to  make 
new  arrangements  each  year  to  invest  the  capital  at  the  higher  nominal 
rates  of  interest  needed  to  offset  inflation.  (4)  Turnover  of  portfolio 
investments  which  have  dropped  in  value  will  result  in  capital  losses. 
Since  pension  funds  generally  lend  on  a  long-term  basis  because  of  the 
nature  of  their  commitment,  it  is  important  to  remember  that  pension 
funds  may  well  lose  from  accelerating  inflation  and  at  the  same  time  may 
he  prevented  from  taking  advantage  of  the  high  rates  of  interest  which 
are  associated  with  inflation. 

Similarly,  many  who  have  retired  from  the  work-force  will  have 
savings  invested  in  fixed-term  securities  whose  value  is  eroded  by 
inflation.      In  his  work  for  the  Commission,    Dr.    Donner  observes  that: 

"Those  v\tiose  sole  source  of  incCTne  is  &\S  and  GIS  fran  the  federal 
government,  and  perhaps  income  supplements  fran  provincial  govern- 
ments, are  protected  from  higher  rates  of  inflation,  since  these 
benefits  are  fully  indexed,  albeit  with  a  time  lag.  Those  who 
will  be  adversely  affected  are  the  individuals  who  receive  some 
income  from  employer-sponsored  pension  plans  that  are  not  fully 
indexed  for  inflation  and  individuals  receiving  returns  to  capital 
where  the  naninal  returns  significantly  fall  behind  the  rate  of 
inflation.  "(5) 

If  there  are  losers  in  an  inflationary  period  there  are  also  "win- 
ners," and  this  point  is  illustrated  in  Dr.  Donner 's  paper  cited  above. 
(6)  For  present  purposes  it  is  sufficient  to  note  that  pensioners  are 
perhaps  the  most  conspicuous  losers. 


INFLATION  AND  PENSION  PLAN   DESIGN 

Tne  effect  of  inflation  on  pensions  depends  on  how  benefits  are 
determined.  Three  types  of  plan  design  -  average  earnings,  money- 
purchase,   and  career  average  -  are  commonly   in  use. 

Tne  final  average  earnings  formula  has  gained  in  popularity  in 
recent  years  because  of  its  built-in  protection  against  inflation  in  the 
pre-retirement  years.  Pensions  based  on  the  last  three  to  five  years' 
earnings  may  be  expected  to  reflect  in  some  measure  the  standard  of 
living  of  the  worker  before  retirement.  However,  even  this  measure  does 
not  give  perfect  protection,  for  the  purchasing  power  of  earnings  in 
each  year  included  in  the  average  will  have  fallen.  The  Professional 
Institute  of  the  Public  Service  of  Canada  estimates,  for  example,  that 
in  a  period  of  5  per  cent  inflation  a  pension  calculated  on  a  six-year 
average  will  be  about  11  per  cent  lower  than  a  pension  calculated  only 
on  the  earnings  in  the  year  of  retirement.  (7)  Nevertlieless ,  the  final- 
pay  approach  is  seen  as  relatively  favourable  by  many  plan  sponsors 
and  enployees.     Several   briefs    received    by   the  Commission   advocated 
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legislation  to  require  all  plans  to  incorporate  some  version  of  final 
earnings  as  the  basis  of  their  benefits. 

For  the  employee  who  leaves  an  employer  before  retirement  tlie 
advantage  of  pre-retirement  inflation  protection  usually  stops  at  termi- 
nation, since  the  pension  benefit  is  calculated  on  earnings  prior  to 
termination.  It  has  been  suggested  that  deferred  pensions  in  those 
cases  should  be  indexed  from  the  date  of  termination  to  retirement. 

Tne  worker  with  a  money-purchase  plan  suffers  more  from  pre- 
retirement inflation  than  the  worker  with  a  final  average  formula. 
Contributions  based  on  a  percentage  of  wages  can  be  expected  to  be  lower 
in  the  earlier  years  of  work,  and  it  is  those  low  contributions  on  which 
interest  is  corpounded  for  the  longest  time.  In  a  period  of  rising 
inflation  the  contributions  made  each  year  v;ill  decrease  in  real  value, 
although  interest  may  serve  to  preserve  or  even  increase  their  original 
purchasing  power.  However,  the  nominal  interest  rate  may  not  rise 
sufficiently  to  offset  the  effect  of  inflation.  In  addition,  it  may  not 
be  possible  to  turn  over  investments  at  higher  noninal  interest  rates  as 
inflation  continues.  However,  if  interest  rates  are  high  at  the  time  of 
retirement  and  annuity  prices  are  correspondingly  low,  some  "inflation 
dividend"  may  accrue  to  the  worker  with  the  money-purchase  plan  v^en  the 
annuity  is  purchased. 

Members  of  career  average  plans  are  severely  affected  by  inflation 
during  the  working  years.  Pension  credits  earned  year  by  year  are  de- 
valued continuously,  with  the  earliest  likely  to  have  little  purchasing 
power  by  the  time  they  became  payable.  As  a  result,  the  career  average 
pension  cannot  be  expected  to  bear  any  clear  relationship  to  the  recipi- 
ent's pre-retirement  level  of  earnings.  While  it  is  possible  to  update 
career  average  benefits  periodically  by  restating  the  earnings  base 
for  accrued  credits,  the  sponsor  has  no  obligation  to  do  so,  regularly 
or  at  all.  As  with  final  average  plans,  benefits  that  are  vested  on 
termination  of  enployment  are  not  subject  to  any  subsequent  adjustment, 
either  to  reflect  later  earnings  levels  or  to  compensate  for  inflation. 

In  fact  the  adequacy  of  any  pension,  regardless  of  its  formula,  is 
inpaired  by  inflation  before  as  well  as  after  retirement.  High  rates  of 
inflation  in  recent  years  show  that  even  a  final  average  formula  will 
not  necessarily  provide  an  acceptable  degree  of  protection  during  the 
working  years;  and  the  erosion  of  purchasing  power  after  retirement  is 
compounded  by  the  inability  of  pensioners  to  share  in  productivity 
gains.  If  these  shortcomings  were  a  matter  of  somewhat  infrequent 
concern  v\tien  annual  inflation  rates  were  in  the  2  to  3  per  cent  range, 
there  can  be  no  question  of  their  significance  today,  after  a  period 
that  has  seen  the  value  of  the  dollar  cut  in  half  in  about  eight  years 
and  looking  forward  to  an  era  of  a  growing  retired  population  with 
longer  life  expectancies. (8)  Double-digit  inflation  quite  simply  means 
that  the  person  who  retires  with  what  now  appears  to  be  an  adequate 
pension  can  anticipate  sane  years  of  comparative  hardship  in  the  future. 
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It  has  been  suggested  that  the  needs  of  the  elderly  decline  with 
advancing  age  and,  accordingly,  the  elderly  could  afford  to  bear  some 
loss  of  purchasing  power  in  retirement.  (9 )  This  argument  is  based  on 
statistics  of  expenditures  for  the  elderly,  which  show  that  certain 
types  of  expenditure  decline  with  age.  Those  who  disagree  argue  that 
the  elderly  spend  less  because  their  real  purchasing  power  has  dropped; 
or  that  the  elderly  fear  a  lack  of  income  and  actually  save  in  their 
early  years  of  retirement. 

Our  Consumer  Survey  tends  to  support  the  second  viewpoint.  When 
retired  respondents  were  asked  if  their  income  needs  for  their  own 
consumption  had  changed,  63  per  cent  stated  they  had  increased,  6  per 
cent  believed  they  had  decreased,  and  31  per  cent  said  they  had  remained 
the  same.  Of  those  who  said  their  needs  had  increased,  97  per  cent 
cited  the  cost  of  living  as  the  major  cause;  of  these  36  per  cent  said 
all  their  costs  had  increased,  while  25  per  cent  were  concerned  mainly 
with  food  prices.  Overall,  22  per  cent  expressed  difficulty  in  main- 
taining their  pre-retirement  standard  of  living. (10) 

Survey  respondents  v/ere  also  asked  to  designate  what  factors  were 
of  concern  to  them  in  retirement  and  to  v^^at  degree.  Of  nine  suggested 
factors,  "financial  position"  ranked  sixth  and  was  expressed  as  a  con- 
cern by  66  per  cent  of  the  respondents,  while  "ability  to  remain  in 
own  home"  and  "remaining  independent"  -  both  of  which  have  financial 
iirplications  -  were  cited  by  74  per  cent  and  70  per  cent  respectively. 
Thus,  as  expected,  maintenance  of  an  adequate  financial  position  in 
retirement  is  a  pressing  concern,  expressed  in  terms  which  clearly 
indicate  a  desire  to  sustain  in  some  constant  degree  a  pre-retirement 
standard  of  living. 


INFLATION  FORECASTS 

Important  to  this  discussion  is  the  possible  course  of  inflation 
in  the  future.  Assuming  that  a  moderation  of  inflation  would  ease 
the  pressure  for  indexing,  many  briefs  advocated  treating  the  disease 
rather  than  the  symptoms  and  called  for  a  general  resistance  to  measures 
that  would  fuel  inflation.  Some  argue  that  indexing  itself  will  cause 
inflation  to  accelerate. (11) 

In  preparing  its  projections  for  the  Canada  Pension  Plan,  which  of 
necessity  was  its  first  major  research  project,  the  Commission  asked 
Dr.  Donner  to  develop  economic  scenarios  with  low,  medium,  and  high 
inflation  rates.  Ihese  are  set  out  in  Table  2. 

Other  projections  may  be  conpared  with  Donner's  estimates  to  pro- 
vide a  further  perspective  on  the  problem  of  inflation.  The  Department 
of  Insurance,  for  example,  assumed  an  annual  increase  in  the  inflation 
rate  of  9  per  cent  in  1978  in  its  CPP  projections,  falling  gradually  to 
3.5  per  cent  in  1983  and  holding  constant  thereafter. (12)   Ontario 
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Hydro's  long-range  economic  forecast  predicts  inflation  rates  of  at 
least  6  per  cent  a  year  until  the  middle  of  the  1980s  and  5  per  cent 
thereafter.  Beyond  1990  there  is  little  information  on  which  to  base 
any  further  forecasts,  so  for  tiie  purposes  of  the  Commission's  projec- 
tions tlie  figures  remain  constant.  An  important  point  in  all  of  the 
forecasts,   however,    is  the  trend  towards  moderating   inflation. 

Placing  these  forecasts  in  the  pension  context,  we  may  better 
assess  the  problems  now  facing  the  retired  and  Canadians  generally. 
Dr.  James  Pesando  calculated  the  effect  of  a  constant  rate  of  infla- 
tion of  6  per  cent  over  a  period  of  15  years,  a  rough  estimate  of  life 
expectancy  at  age  65,  and  found  the  real  value  of  a  fixed  dollar  would 
drop  to  42  per  cent  of  its   initial  value  after  15  years. (13) 

Table  2 

Projections  of  Probable  Rates  of  Inflation,  Three  Scenarios,  1978-1990 

Low Medium High 


(Per  cent) 

1978 

b.3 

7.3 

9.3 

1979 

5 

6 

8 

1980-84 

4.5 

5.5 

7.5 

1985-89 

4 

5 

7 

1990  and 

later 

2 

4 

6 

Source  Arthur  Etonner  and  F^ed  Lazar,  "Private  Pensions  and  Indexing; 
A  Review  of  Issues  and  Policy  Alternatives." 


THE  CONSUMER  PRICE  INDEX  AND  THE  PENSIONER 

A  conmonly  used  measure  of  the  effect  of  inflation  is  the  Consumer 
Price  Index.  Established  by  the  federal  government  at  the  beginning  of 
this  century,  the  CPI  records  the  percentage  change  through  time  in  the 
price  of  a  constant  "basket"  of  goods  and  services  representing  the 
purchases  of  a  particular  population  group  in  a  specified  time  period. 
Items  to  be  priced  are  determined  from  the  Urban  Family  Expenditure 
Survey  carried  out  periodically  by  Statistics  Canada,  Some  300  of  the 
most  representative  items  are  selected  to  make  up  the  basket  in  seven 
major  expenditure  categories:  food;  housing;  clothing;  transporta- 
tion; health  and  personal  care;  recreation,  education,  and  reading;  and 
tobacco  and  alcohol. 

Each  item  is  assigned  a  v,eight  according  to  its  relative  importance 
in  expenditures  of  the  families  surveyed.  The  weights  are  adjusted 
fron  time  to  time  as  spending  patterns  are  found  to  have  changed;  some 
items  may  be  added,  deleted,  or  redefined;  and  the  target  group  itself 
is  subject  to  adjustment  to  reflect  changing  income  levels  or  family 
characteristics.  One  aspect  of  a  revision  made  at  the  end  of  1978 
is  illustrated  in  Table  3:   the  new  weights  indicate  that  housing. 
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00.0 

100.0 

21.5 

24.8 

34.1 

31.4 

10.1 

11,3 

15.8 

15.2 

4.0 

4.5 

8.3 

6.9 

6.2 

6.0 

transportation,  recreation,  reading,  education,  tobacco,  and  alcohol  had 
becoTie  rrore  important  in  the  typical  family  budget  relative  to  food, 
clothing,  health,  and  personal  care. 

Table  3 

Comparison  of  1967  and  1974  Expenditure  Weights    Used    in   the   Consumer 

Price  Index,   by  Major  Conponent 

1974  1967  ~ 

All   items (a) 

Food 

Housing 

Clothing 

Transportation 

Health  and  personal  care 

Recreation,    reading  and  education 

Tobacco  and  alcohol 

a     Rounded  figures. 

Source       Statistics   Canada,    The  Consumer  Price   Index,    Cat.    62-001, 
February  1979,   p.    19. 

Tne  monthly  CPI  is  quoted  as  a  percentage  of  the  value  in  a  base 
year,  v^ich  is  changed  about  every  ten  years.  At  present  the  time  base 
is  1971  and  all  prices  are  taken  to  be  100  in  that  year.  Thus,  for 
exanple,  an  index  of  200.1  (January  1980)  means  that  the  price  of  the 
consumer's  "basket"  of  goods  and  services  was  200.1  per  cent  of  its  base 
level  or,  more  simply,   had  doubled   in  the  period  since  1971. 

A  detailed  examination  of  the  structure  and  operation  of  the  Con- 
sumer Price  Index  will  be  found  in  a  paper  by  Ann  Jamieson,  reproduced 
in  Volume  VIII. 

Many  of  the  briefs  took  issue  with  the  use  of  the  CPI  as  a  suitable 
measure  of  the  effect  of  price  increases  on  incomes  of  the  elderly  and 
as  a  basis  for  indexing  their  incomes.  Many  felt  that  a  "pensioners' 
basket"  containing  items  more  likely  to  be  purchased  by  older  people 
would  be  a  better  measure.  Ihe  briefs  suggested  that  expenditure  pat- 
terns for  middle-incone  groups  were  not  representative  of  those  of  the 
elderly  v\^ose  incones  tended  to  be  at  the  lower  end  of  the  scale.  (14) 

The  Commission,  therefore,  undertook  a  thorough  review  of  the 
Consumer  Price  Index  in  Canada,  and  also  examined  the  experience  of  the 
United  Kingdcei  with  a  pensioner's  index. 

"The  UK  General  Index  of  Retail  Prices  is  intended  to  reflect  the 
average  spending  pattern  of  the  great  majority  of  households, 
including  those  of  practically  all  wage  earners  and  most  salary 
earners.     Only  two  classes  of  household  are  excluded,   on  the  ground 
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that  their  spending  patterns  differ  greatly  from  that  of  the  oth- 
ers.    These  two  groups  are: 

-  The  'pensioner'  households  with  limited  means  -  those  in  which 
at  least  three-quarters  of  the  total  income  is  derived  from 
national  insurance  retirement  or  similar  pensions  and/or  supple- 
mentary pensions  or  allowances;  these  amount  to  about  10  per 
cent  of  households. 

-  The  'high  income'  households  -  the  three  or  four  per  cent  where 
the   'heads  of  household'  have  the  highest  weekly  incanes. 

"The  expenditure  patterns  of  the  households  covered  by  the  General 
Index  are  derived  fron  a  continuous  Family  Expenditure  Survey  (FES) 
and  these  are  used  to  update  the  weights  of  the  index  each  year. 

"Separate  indices  are  conpiled  and  published  for  one  and  for  two 
person  'pensioner'  households;  those  excluded  from  the  General 
Index.  Ihese  are  essentially  a  reweighting  of  the  price  indices 
for  individual  goods  and  services  used  in  the  calculation  of  the 
General  Index.  The  weights  for  the  'pensioner'  indices  are  also 
obtained  fron  the  FES. 

"Housing  costs  are  excluded  fron  the  'pensioner'  indices  because 
it  is  unlikely  that  the  indices  for  rent  and  rates  calculated  for 
General  Index  households  would  apply  to  'pensioner'  households. 
It  is  likely  that  a  large  proportion  of  'pensioners'  live  in  older, 
possibly  rent  controlled,  property  and  receive  rent  and  rate  subsi- 
dies. Ihe  compilation  of  separate  housing  indices  for  'pensioner' 
households  would  be  difficult  and  rather  costly. 

"Although  there  are  substantial  differences  between  the  weights 
of  the  'pensioner'  indices  and  those  of  the  General  Index  this 
does  not  seem  to  have  had  a  very  great  effect  on  the  relative 
movements  of  the  indices. ..  .The  one  person  'pensioner'  index  for 
exanple  has  increased  only  1-1/2  per  cent  more  than  the  General 
Index  (excluding  housing)  in  the  period  from  January  1974.  In 
general  v/e  would  argue  that  the  General  Index  is  a  reliable  measure 
of  the  impact  of  prices  on  most  households. " (15) 

While  particularly  instructive,  since  they  reflect  actual  experi- 
ence with  a  pensioners'  index,  the  foregoing  comments  from  the  United 
Kingdon  are  complemented  by  the  results  of  several  Canadian  studies 
of  expenditure  patterns  of  low-incane  and  elderly  families  in  relation 
to  those  of  the  average  or  target  family,  and  to  what  extent  a  more 
specific  index  would  be  appropriate.  As  cited  in  Ann  Jamieson's  paper 
(in  Volume  VIII)  those  studies  all  suggest  that  a  pensioners'  index  as 
an  instrument  for  adjusting  incomes  would  not  produce  significantly 
different  (or  necessarily  better)  results  than  the  general  Consumer 
Price  Index. 
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The  Commission  (Concluded  that  construction  of  a  separate  index  for 
pensioners  would  be  a  very  conplex  task,  would  involve  great  expense, 
and  would  not  produce  results  very  different  from  the  CPI.  Food  and 
housing  are  the  largest  items  in  expenditures  of  the  elderly  just  as 
they  are  for  the  general  population,  and  expenditures  within  these  cate- 
gories will  vary  with  individual  tastes,  few  of  which  will  be  determined 
by  age.  A  rough  comparison  of  increases  in  costs  of  food  and  housing 
separate  frcm  the  CPI  revealed  that  increases  in  these  two  categories 
were  in  line  with  the  overall  increases  shown  in  the  CPI.  In  fact,  it 
has  often  been  argued  that  the  CPI  overstates  rather  than  understates 
the  effect  of  inflation  on  prices  because  it  does  not  take  into  account 
substituted  products,  new  products,  and  technological  improvements. 

As  food  costs  continue  to  escalate,  there  is  no  question  that  those 
with  low  incones  are  worse  off  than  those  in  the  higher  brackets  who 
spend  proportionately  less  on  food.  Still,  the  Commission  does  not 
believe  that  this  is  likely  to  continue  over  such  a  long  period  of  time 
that  it  wDuld  be  useful  to  construct  a  separate  index  for  pensioners' 
expenditures.  The  advantage  of  the  widespread  use  and  acceptance  of 
the  CPI  in  the  Conmission's  opinion  offsets  any  benefit  that  might  be 
derived  from  a  pensioner's  index. 


EXISTING  INFLATION  PROTECTION 

At  present  the  Consumer  Price  Index  is  used  in  certain  programs, 
directly  or  as  a  reference  point,  to  adjust  pension  incone  after  retire- 
ment. In  addition,  mechanisms  may  be  found  which  have  the  effect  of 
compensating  at  least  in  part  for  inflation  before  retirement.  Pre- 
retirement adjustments  in  employment  pension  plans  were  mentioned 
earlier  in  this  chapter,  but  will  also  be  discussed  here  in  order  to 
place  them  in  perspective  with  other  inflation-related  adjustments. 

Government  Programs 

The  most  comprehensive  indexing  schemes  involve  government  pro- 
grams for  the  elderly.  Old  Age  Security  pensions.  Guaranteed  Income 
Supplements,  and  Spouse's  Allowances  are  adjusted  quarterly  for  the 
full  percentage  increase  in  the  CPI.  Canada  Pension  Plan  benefits  are 
increased  annually  to  ccanpensate  for  the  yearly  increase  in  the  CPI.  In 
Ontario  benefits  from  the  GAINS  program,  vi^ile  not  indexed  themselves, 
are  based  on  an  annual  guarantee  which  is  increased  to  reflect  the 
federal  adjustments.  Pre-retirement  adjustment  in  the  Canada  Pension 
Plan  is  achieved  through  a  form  of  wage  indexing,  in  v*iich  contributory 
earnings  are  updated  at  retirement  to  reflect  increases  in  the  annual 
earnings  "ceiling"  (YMPE),  currently  escalating  at  12-1/2  per  cent  a 
year. 
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Enployment  Pension  Plans 

Most  employment  pensions,  in  botli  public  and  private  sectors,  have 
received  sane  post-retirement  adjustments  to  help  counter  the  effects  of 
inflation.  The  recent  controversy  over  federal  public  service  pensions, 
however,  has  obscured  tlie  nature  and  the  extent  of  these  adjustments  - 
especially  in  the  public  sector  -  and  it  is  worthwhile  examining  what  is 
actually  taking  place. 

Post-Retirement  Indexing 

Statistics  on  indexing  practices  are  far  from  complete.  In  ana- 
lyzing inflation  protection  we  can  consider  "full  indexing,"  i.e., 
increases  v^ich  are  made  automatically  each  year  in  tandem  with  the 
Consumer  Price  Index;  "partial  indexing,"  i.e.,  increases  which  are 
made  automatically  each  year  to  the  extent  of  a  portion  of  the  CPI 
increase;  and  "ad  hoc"  adjustments  for  which  there  is  no  automatic 
provision.  Because  official  statistics  do  not  take  into  account  ad  hoc 
adjustments,  the  lack  of  indexing  revealed  by  those  sources  is  by  no 
means  conclusive.  Several  studies  show  that  employers  in  t)Oth  public 
and  private  sectors  have  been  maiking  some  adjustment  to  pensions  in 
payment.  Ontario  Hydro,  the  Ontario  Workmen's  Compensation  Board,  and 
the  Tbronto  Transit  Conmission  are  examples  of  public  sector  employers 
who  have  made  ad  hoc  adjustments.  The  Financial  Executives  Institute, 
in  a  1978  survey,  revealed  that  56  per  cent  of  the  employers  in  the 
survey  made  some  adjustments  and  of  these  only  5.4  per  cent  were  done  by 
an  indexing  formula. (16)  A  study  undertaken  by  the  Financial  Executives 
Research  Foundation  in  1977  showed  that  of  fourteen  typical  private 
sector  pension  plans  only  one  -  in  the  oil  and  chemical  field  -  was 
fully  indexed  to  the  CPI.  Four  allowed  for  ad  hoc  adjustments,  two  more 
raised  benefits  by  a  percentage  of  the  increase  in  the  CPI ,  one  small 
employer  had  no  adjustment  provision  at  all,  and  the  rest  provided  for  a 
2  per  cent  increase  in  the  amount  of  the  pension  benefit  or  a  flat 
dollar  adjustment.  Adjustments  were  not  necessarily  made  annually,  and 
in  several  cases  varied  with  the  number  of  years  since  retirement. (17) 

The  statistics  show  that  automatic  indexing  provisions  are  not 
prevalent,  and  in  fact  are  almost  non-existent  for  plans  outside  the 
public  sector. 

Pension  Plans  in  Canada  1978  shows  that  autcmatic  post- retirement 
indexing  v/as  provided  by  214  plans  covering  32  per  cent  of  members 
of  all  plans.  (18)  Most  of  these  members  were  in  the  public  sector. 
Less  than  5  per  cent  of  members  in  the  private  sector  were  in  plans 
providing  for  autonatic  indexing.  Autonatic  indexing  tied  to  the  full 
CPI  increase  was  provided  mainly  by  plans  under  federal  jurisdiction. 
There  were  no  Ontario  public  service  plans  in  this  group. 

In  Ontario,  1978  statistics  for  plans  regulated  under  the  Pension 
Benefits  Act  shov/  that  in  the  public  sector  89.9  per  cent  of  the  plans 
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having  41.6  per  cent  of  the  plan  members  and  in  the  private  sector  99.1 
per  cent  of  the  plans  having  95.2  per  cent  of  the  plan  members  had  no 
provision  for  automatic  escalation  of  any  kind.  Table  4  shows  the 
incidence  of  autonatic  indexing  provisions  in  both  the  private  and  the 
public  sectors  in  plans  subject  to  the  Ontario  Pension  Benefits  Act. 

Only  three  plans  in  the  Ontario  public  sector,  the  Public  Service 
Superannuation  Fund,  the  Teachers'  Superannuation  Fund,  and  Ryerson 
Polytechnical  Institute,  had  automatic  indexing  in  excess  of  4  per  cent 
of  the  increase  in  the  CPI;  in  each  case  there  was  an  annual  "cap"  of  8 
per  cent,  with  a  carryover  of  any  excess  to  succeeding  years.  These 
three  plans  represented  34.1  per  cent  of  all  public  sector  plans  and  46 
per  cent  of  plan  members  in  the  Ontario  public  sector.  In  the  private 
sector  only  three  plans  had  autonatic  indexing  in  excess  of  4  per  cent, 
and  those  plans  covered  only  2,696  plan  members. 

From  these  statistics  it  is  clear  that  autonatic  full  indexing  is 
not  nearly  as  prevalent  as  the  debate  over  federal  public  servants' 
pensions  would  lead  one  to  believe.  Nor  are  any  clear  lines  drawn 
between  the  public  sector  employees  as  the  "haves"  and  the  private 
sector  employees  as  the  "have-nots."  In  general  though,  an  unlimited 
conmitraent  to  indexing  is  to  be  found  only  where  payments  can  be  made 
ultimately  from  taxes.  The  Superannuation  Adjustment  Fund  techniques 
used  by  both  the  federal  government  and  the  Ontario  government  for  their 
plans  mask  the  source  of  payment  somewhat,  but  in  each  case  there  is 
the  implicit  possibility  of  a  call  on  consolidated  revenue  if  the  fund 
runs  out  of  nraney.  Where  spending  restraints  are  exercisable  through 
budget  approval  indexing  is  either  on  an  ad  hoc  or  unconmitted  basis  as 
for  Ontario  Hydro,  or  is  not  provided  at  all  as  in  the  Hospitals  of 
Ontario  Pension  Plan.  Proposed  amendments  to  the  Federal  Public  Service 
Plan  indicate  there  has  been  a  recognition  of  the  cost  implications  of 
indexing  and  perhaps  some  reconsideration  of  the  need  for  full  autonatic 
indexing. 

Pre-retirement  Adjustments 

Although  the  use  of  indexing  techniques  for  benefits  before  re- 
tirement is  uncommon,  it  will  be  clear  from  the  earlier  discussion  of 
employment  pension  plans  that  means  are  available  by  vAiich  the  eventual 
pension  may  be  reasonably  related  to  pre-retirement  income.  As  a  rule 
it  is  not  considered  necessary  to  refer  directly  to  movements  in  the 
Consumer  Price  Index,  but  rather  to  relate  the  benefit  credits  to  wage 
and  salary  levels  during  some  recent  period  in  the  member's  employment. 
Whatever  the  actual  pension  formula  -  wage-related  or  a  flat  benefit 
-  any  inflation  protection  depends  on  the  degree  by  which  benefits 
"earned"  year  by  year  are  eventually  improved  so  that  they  reflect 
rising  wage  levels  and,  by  implication,  consumer  price  increases.  A 
final  or  best  average  earnings  formula  gives  a  measure  of  pre-retirement 
inflation  protection.  Nearly  all  public  sector  plans  use  a  five-year 
average  for  calculation  of  pension  benefits,  and  many  similar   formulas 
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are  found  in  the  private  sector.  Recently  there  has  been  a  trend 
towards  updating  career  average  plans  to  reflect  current  earnings. 
Benefit  amounts  in  flat  dollar  plans,  most  often  found  in  the  unionized 
sector  of  industry,  are  customarily  increased  as  collective  agreements 
expire  and  are  renegotiated.  With  money -purchase  plans  employers  may 
increase  their  contributions  by  lump  sum  or  other  additional  contribu- 
tions, but  these  have  been  less  likely  to  match  the  improvements  in 
other  types  of  plans.  Regardless  of  plan  type,  there  are  unlikely  to 
be  any  provisions  for  adjusting  vested  pension  entitlements  between 
termination  and  normal  retirement  age. 

Other  Arrangements 

Private  retirement  arrangements  generally  have  no  mechanism  for  re- 
sponding to  inflationary  pressures.  RRSPs  make  no  allowance  for  either 
pre-retirement  or  post-retirement  indexing.  Escalating  annuities  may  be 
purchased  from  some  insurance  companies  in  Canada,  but  monthly  payments 
are  reduced  initially  to  offset  the  higher  benefit  in  later  years. 

We  have  seen  that  inflation  has  created  a  demand  for  some  degree 
of  retirement  income  protection.  How  various  sectors  in  society  have 
reacted  to  that  pressure  is  clearly  related  more  to  their  concern  with 
the  substantial  costs  involved  than  with  any  question  regarding  the 
desirability  of  maintaining  the  pensioner's  purchasing  power. 


THE  COST  OF  INFLATION  PROTECTION 

Tnere  is  general  agreement  that  inflation  redistributes  wealth. 
Some  win  fron  inflation;  others  lose.  The  prime  losers  are  those  living 
on  fixed  dollar  incones,  and  the  majority  of  them  are  retired.  There 
is  no  doubt  that  to  redistribute  wealth  back  to  the  retired  will  mean 
a  loss  to  others  in  society,  for  society's  wealth  is  not  infinite  and 
it  is  certain  that  protecting  some  from  inflation  will  have  a  cost. 
The  question  is  v\^o  is  to  bear  that  cost.  There  are  really  only  four 
possibilities: 

-  the  retired  person, 

-  the  active  worker, 

-  the  employer  and  therefore  indirectly  the  shareholder  and  the 
consumer,  and 

-  the  government  and  therefore  the  taxpayer. 
The  Individual 

If  society  decides  the  individual  should  shoulder  the  burden,  how 
much  cost  should  he  be  required  to  bear? 
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-  All  until  his  resources  are  reduced  to  a  minimum  floor  deter- 
mined by  society? 

-  All  except  for  tlie  retirement  incQTie  received  from  an  employment 
pension? 

-  All  except  for  some  standard  above  the  minimum  income  floor 
based  on  a  need  to  maintain  an  achieved  lifestyle  in  retirement? 

At  present,  the  individual  bears  the  costs  of  inflation  at  two  different 
times  -  first  as  an  active  worker  and  later  as  a  retired  person.  The 
cost  is  borne  in  different  ways. 

The  Active  Worker 

Tne  Canada  Pension  Plan  is  one  scheme  with  both  pre-retirement 
and  post-retirement  inflation  protection:  pre-retirement  because  the 
pension  increases  with  the  increase  in  the  average  industrial  wage (19); 
and  after  retirement  because  the  pension  benefit  is  increased  annually 
in  line  with  increases  in  the  Consumer  Price  Index.  Because  the  plan 
operates  on  a  virtual  pay-as-you-go  principle,  those  now  contributing 
pay  for  the  benefits  to  those  v*o  are  now  entitled  to  them.  The  implied 
assumption  is  that  the  scheme  will  continue  indefinitely  so  that  those 
paying  in  today  will  receive  benefits  tomorrcw.  Therefore,  the  cost  of 
both  pre-retirement  and  post- retirement  indexing  is  borne  by  today's 
active  workers.  As  long  as  the  plan  operates  in  perpetuity  and  the 
contribution  rates  are  reasonable,  this  intergenerational  payment  ar- 
rangement seems  acceptable.  The  Commission's  projections  of  future 
available  funds  and  beneficiaries  did  not  show  that  the  scheme  would  be 
unduly  burdened  in  the  future  to  the  point  that  its  continuance  would  be 
threatened,  even  acknowledging  the  expected  increase  in  dependency 
ratios  after  the  year  2000.  However,  to  increase  benefits  substantially 
could  place  an  undue  burden  on  active  workers. 

Similarly,  public  sector  employment  pensions  that  are  indexed 
through  supplementary  adjustment  plans  and  to  which  employees  and  gov- 
ernment employers  make  fixed  contributions  are  essentially  funded  on 
a  pay-go  basis.  Active  workers  pay  for  the  indexing  of  pensions  to 
retired  workers  to  the  extent  of  their  required  contributions.  If  the 
set  contribution  rate  does  not  meet  the  cost  of  the  contributions, 
either  the  active  workers  (with  the  government)  will  bear  the  cost  of 
increased  contributions  or  run  the  risk  of  not  receiving  any  indexed 
benefits   in  retirement. 

A  more  subtle  potential  cost  to  active  workers  cones  with  proposals 
to  "split"  the  pension  fund  between  active  and  retired  workers.  Various 
ways  have  been  suggested  for  effecting  the  split  but,  with  the  problems 
of  actuarial  forecasting  of  future  interest  rates  and  liquidity,  active 
workers  could  find  the  security  of  their  fund  impaired  to  create  a  way 
of  indexing  the  pensions  of  the  retired  worker. 
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Having  tlius  shouldered  the  cost  burden  for  those  in  retirement,  the 
active  worker  assumes  a  different  cost  v^en  he  or  she  retires. 

The  Retired  Person 

Traditionally,  as  we  have  seen,  the  retired  individual  on  a  fixed 
incone  has  incurred  a  loss  of  purchasing  pov;er  from  not  sharing  in  the 
"productivity  dividend"  and  from  inflation.  If  that  loss  were  to  be 
offset,  the  individual  had  to  bear  that  cost  by  drawing  on  accumulated 
savings,  such  as  cash,  investments,  or  capital  appreciation  of  a  house. 
Recently,  however,  faced  with  severe  inflation  and  a  serious  drain  on 
their  savings,  pensioners  have  begun  to  fear  that  they  will  outlive 
their  savings  and  have  begun  to  cast  around  for  an  external  answer  to 
their  problem. 

The  Employer 

If  society  decides  the  employer  and  the  individual  are  to  share  the 
burden,  how  much  of  the   cost  should  the  employer  bear? 

-  All  related  to  pension  incone  paid  to  the  eraployee? 

-  Some  related  to  pension  incone? 

-  Some  as  the  employer  deems  advisable? 

-  None? 

-  Some  or  all  related  to  pension  benefits  earned  before  retireraent 
as  well  as  after  retirement? 

Much  pressure  has  been  exerted  on  employers  with  pension  plans  to 
follow;  the  lead  of  the  federal  and  Ontario  governments  and  index  the 
pensions  of  their  retired  employees.  Federal  government  employees 
defend  their  indexed  pensions  by  arguing  that  these  should  be  made 
available  by  all  employers  with  pension  plans.  The  size  of  many  pension 
funds,  the  fact  that  employee  contributions  are  involved,  and  the  belief 
that  high  interest  rates  benefit  the  employer-sponsor,  all  tend  to 
encourage  retirees  to  expect  employers  to  assume  responsibility  for  the 
worker's  well-being   in  retirement. 

However,  for  those  already  receiving  pensions,  the  employer  is 
keeping  tlie  contractual  daligation.  In  the  case  of  a  defined  benefit 
plan,  the  promise  is  to  pay  a  fixed  n-onttily  arixjunt  in  retirement  based 
on  salary  and  service;  and  in  a  money-purchase  plan,  to  pay  an  annuity 
based  on  accumulated  contributions.  The  employer's  premise  is  fulfilled 
when  the  required  monthly  payments  are  made  to  the  employee  in  retire- 
ment. Where  the  employer's  promise  is  not  extended  to  maintaining  the 
purchasing  power  of  pensions  in  retirement,  the  cost  of  additional 
post-retirement  payments  would  have   to  be  m^et   by   additional    funding. 
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The  existing   fund    is   the  security   for   the    fulfilment  of   employer's 

premise  to  all  pensioners,  new  and  in  the  future;    to    increase   payments 

without  additional   funding  could  place  in  jeopardy   the   security  of   all 
the  plan  benefits. 

Some  employers  however  have  made  ad  hoc  adjustments  to  pensions 
being  paid.  When  ad  hoc  improvements  are  made  their  cost  is  borne 
ultimately  by  shareholders  or  consumers.  Similarly,  if  the  employer 
adopts  a  regular  indexing  policy  the  cost  becanes  a  continuing  business 
expense.  Still,  unless  such  payments  are  made  on  a  regular  basis,  it  is 
questionable  how  well  tliey  answer  the  pensioner's  need  for  assurance  of 
adequate  retirement  income. 

As  things  now  stand  whether  or  not  pensions  of  the  currently  active 
employees  should  be  indexed  in  the  future  is  determined  by  anployers  and 
employees  in  the  usual  bargaining  processes.  For  pensions  already  in 
payment  the  bargaining  process  is  less  likely  to  cone  into  play.  Since 
employment  pension  plans  are  set  up  voluntarily  and  can  be  wound  up  at 
any  time  by  the  ariployer,  legislation  to  ensure  indexing  would  first 
have  to  require  anployers  to  continue  their  plans.  But  since  not  all 
employers  have  pension  plans,  the  legislation  would  not  affect  all 
employers  and  so  would  not  benefit  all  employees. 

The  Government 

Finally,  how  much  of  the  cost  of  protecting  the  individual  should 
be  assumed  by  the  government? 

-  None  except  to  maintain  an  individual's  basic  needs? 

-  Some,    to   the   extent  of   maintenance    of    pension    income    in 
retirement? 

-  Some,   to  the  extent  of  maintaining   some   pension    income    in   re- 
tiranient  related  to  a  pre-retironent  standing  of  living? 

If  government  is  to  assume  some  role  in  allocating  the  costs  of 
inflation  protection,  two  otlier  questions  arise  as  to  the  use  of  govern- 
mental authority: 

-  Should  some  employers  be  forced   by  government   to  protect   some 
members  of  society? 

-  Should  government  protect  only  those  who  have   certain  kinds   of 
income  in  retirement? 

It  is  scanetimes  argued  that  inflation  is  government-caused  and 
government- con trolled  and  therefore  any  inflation  losses  should  be 
offset  by  the  government.     Or  it  is  argued  that  because   the   government 
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is  a  winner  fron  inflation  through  the  tax  system,  it  has  an  obligation 
to  cx)ripensate  some  of  the  losers. 

The  use  of  government  authority  to  preserve  purchasing  power  can 
be  rationalized  on  tv/o  grounds.  The  first  is  that  the  government  is 
the  last  resort  for  protection;  the  second  imputes  an  obligation  to 
government  to  guarantee  a  certain  standard  of  living  for  the  retired 
related  to  a  pre-retirement  standard  of  living. 

If  inflation  erodes  purchasing  power  to  the  point  where  the  indi- 
vidual is  unable  to  maintain  a  minimum  standard  of  living,  society  may 
agree  that  government  has  an  obligation  to  intervene.  The  Guaranteed 
IncoTie  Supplement  operates  on  this  principle.  Amounts  payable  under  GIS 
are  automatically  indexed  quarterly  to  the  Consumer  Price  Index.  If  on 
this  principle  proper  government  involvement  in  inflation  protection  is 
limited  to  ensuring  a  minimum  standard  of  living,  individuals  retain 
the  prime  burden  of  the  loss  of  purchasing  power,  assisted  perhaps  by 
enployers . 

Indexing  of  OAS  pensions  and  GPP  benefits  does  not  conform  to  the 
minimum  level  approach.  Both  programs  are  automatically  indexed  and 
neither  is  based  on  need.  The  result  is  that  the  government  protects 
some  individuals  by  lessening  the  drain  on  their  savings.  It  can, 
however,  be  argued  that  OAS  and  GPP  form  part  of  a  floor  or  protection 
along  with  the  GIS  and  therefore  should  be  indexed. 

If  however  the  government's  responsibility  is  to  guarantee  a  larger 
measure  of  protection  on  the  ground  that  the  individual  has  a  right  to 
be  protected,  not  just  for  basic  needs  but  so  that  a  standard  of  living 
is  maintained  into  retirement,  the  individual  would  not  be  expected  to 
use  personal  savings  to  compensate  for  losses  from  inflation.  Most 
schemes  v\^ich  at  present  reflect  this  principle  in  full  are  those  op- 
erated by  the  government  as  an  employer.  It  might  be  inferred  from 
this  fact  tliat  taxpayers  are  willing  to  assume  the  cost  of  inflation 
protection  for  only  a  limited  group  of  the  retired. 


POSSIBLE  SOLUTIONS 

From  this  discussion  it  is  clear  that  the  losses  suffered  in  in- 
flation are  already  distributed  across  society  in  various  ways.  The 
individual  is  the  prime  loser,  although  employers  and  governments  have 
assumed  some  of  that  burden.  The  pension  debate  is  really  concerned 
with  whether  more  of  the  burden  should  be  removed  from  the  retired 
person,  and  if  so,  how.  Let  us  look  at  some  of  the  possible  answers  to 
the  question. 
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The  Status  Quo 

At  present,  government,  the  individual,  and  in  some  cases  the 
enployer  share  the  burden  of  loss  of  purchasing  power  of  retirement 
income.  QAS  and  GIS  are  fully  indexed  to  the  CPI  and  the  cost  is  borne 
through  general  tax  revenues;  the  fully-indexed  CPP  is  funded  through 
payroll  taxes  (contributions).  Through  collective  bargaining  or  em- 
ployers' goodwill,  a  retiree  fortunate  enough  to  have  a  pension  may 
receive  some  increases  to  a  pension  in  payment.  Protection  of  income 
from  other  sources  is  left  to  the  individual,  whose  investments  may 
benefit  fron  the  higher  nominal  rates  of  return  during  inflationary 
p3riods. 

We  have  seen  from  our  discussion  of  the  net  replacement  ratio 
that  "available  incone"  of  those  at  the  lower  end  of  the  scale  for  the 
most  part  is  being  fully  replaced  or,  indeed,  is  even  higher  than 
pre-retironent  net  earnings.  The  conponents  of  the  replacement  income 
are  Of^,  GIS,  CPP,  incone  tax  relief  resulting  from  indexed  personal 
exenptions,  tax  credits  that  increase  with  rising  rents  and  property 
taxes,  and  relief  from  payment  of  OHIP  premiums.  In  this  fashion, 
the  replacement  incone  of  those  who  earned  the  minimum  wage  is  fully 
protected  fron  price  increases.  Incones  up  to  the  level  of  the  Average 
Industrial  Wage  are  substantially  protected.  Not  fully  protected 
are  incomes  above  these  levels,  unless  the  pensioners  receive  some 
additional  protection  through  enployer  pension  plans.  Clearly,  if  the 
government  is  expected  to  provide  only  a  minimum  floor  of  income  pro- 
tected fron  inflation,  this  is  being  done  now,  and  the  individuals  whose 
incones  are  above  this  "floor"   level  are  left  to  protect  themselves. 

What  applies  at  the  adequacy  level  however,  does  not  satisfy  the 
goal  of  those  who  seek  to  continue  a  reasonable  relationship  between 
retirement  and  pre-retirement  income.  The  best  case  can  be  made  for 
indexing  of  pension  benefits  for  those  whose  post-retirement  income 
ranges  fron  the  level  of  those  in  receipt  only  of  fully  indexed  govern- 
ment benefits  to,  say,  $20,000  a  year.  Those  with  incomes  above  this 
level  may  be  considered  to  have  had  the  opportunity  to  save  during 
their  working  lifetimes  to  maintain  a  pre-retirement  living  standard. 
Those  65  and  over  with  retirement  income  in  amounts  up  to  $20,000  a 
year  represent  tlie  majority  of  pensioners.  Many  of  them  were  able  to 
supplement  retirement  incone  from  government  plans  by  negotiating  an 
enployer  pension  or  by  saving  through  I^SPs,  investments,  or  a  house. 
However,  they  face  the  prospect  of  a  rapid  erosion  of  their  purchasing 
power  -  with  10  per  cent  inflation,  a  cut  of  about  50  per  cent  in  seven 
years  -  so  that  to  maintain  their  standard  of  living  in  retirement  they 
must  dip  into  their  capital.  The  alternative  is  to  drop  tlieir  standard 
of  living  gradually  to  the  level  of  those  v\^o  are  fully  protected  by  the 
indexing  of  government  benefits. 

Some  argue  that  the  position  of  Uiis  incone  group  is  not  as  diffi- 
cult as  may  first  appear  -  that  since  about  half   the  purchasing   power 
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of  a  $20,000  incone  is  already  fully  protected  for  a  married  person, 
the  drop  will  be  less  dramatic  than  50  per  cent  in  seven  years;  and  the 
reduction  will  be  offset  to  the  extent  that  nominal  rates  of  return 
on  investment  income  reflect  inflation.  Furthermore,  it  is  argued, 
pensioners  need  never  fear  destitution  since  the  minimum  floor  provided 
by  government  always  maintains  the  same  level  of  purchasing  power. 
Finally,  some  telieve  that  needs  may  decline  in  retironent,  or  that  the 
present  high  inflation  rate  is  not  likely  to  persist.  According  to  this 
reasoning,  only  the  purchasing  power  of  the  incctne  floor  level  provided 
by  government  programs  need  be  maintained,  and  no  further  indexing 
should  be  required  by  legislative  measures. 

Opposed  to  that  viewpoint  is  that  which  favours  steps  to  protect 
the  purchasing  power  of  retirement  income  in  order  to  preserve  some 
link  with  a  pre-retirement  standard  of  living;  and  here  attention  is 
concentrated  on  the  indexing  of  employment  pension  benefits.  Automatic 
indexing  of  the  pensions  of  federal  and  Ontario  public  servants  and 
teachers  has  provided  an  enviable  goal.  As  a  result  we  have  seen  a  wide 
range  of  proposals,  from  direct  government  intervention  and  coercion  of 
eirployers  to  various  degrees  of  incentive  and  subsidy. 

Direct  Government  Intervention 

Mandatory  Pension  Indexing 

Advocates  of  legislation  requiring  indexing  would  have  the  employer 
expand  the  benefits  already  pronised  in  a  defined  benefit  plan  or  in- 
crease the  amount  in  a  money-purchase  fund  to  provide  a  larger  annuity. 
It  is  argued  that  the  employer's  premise  to  pay  a  pension  carries  with 
it  an  obligation  to  provide  benefits  that  will  continue  to  bear  some 
relationship  to  earnings  just  before  retirement  so  that  the  person's 
standard  of  living  may  be  maintained.  Such  legislation  might  require 
that: 

-  all  defined  benefits  be  calculated  on  a  final  average  basis, 
with  averaging  over  a  small  number  of  years  -  say  3  or  5; 

-  deferred  life  annuities  for  terminated  employees  be  escalated 
annually  to  normal  retirement  age; 

-  pensions  in  payment  be  automatically  indexed  annually  to  the 
increase  in  the  average  industrial  wage; 

-  pensions  in  payment  be  automatically  indexed  annually  to  all 
or  part  of  the  annual  increase  in  the  Consumer  Price  Index. 
Partial  indexing  might  utilize  an  annual  maximum  of  from  4  to  8 
per  cent,  or  might  apply  only  to  price  increases  above  2  or  3 
per  cent  per  year; 
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-  some  part  of  tiie  pension  be  indexed  up  to  a  predetennined  level 
to  benefit  those  at  the  lower  end  of  the  income  scale;  for 
exanple,  8  per  cent  on  the  first  $200  to  $300  per  month  and  4 
per  cent  on  the  balance. (20) 

There  are  important  objections  to  all  these  proposals.  All  would 
mean  a  mandatory  additional  cost  to  the  employer,  although  a  "cap"  on 
the  amount  of  annual  indexing  would  limit  that  liability.  However, 
employers  establish  pension  plans  voluntarily  and  may  wind  them  up 
at  any  time.  Before  indexing  could  be  assured  therefore,  legislation 
would  also  be  required  to  oblige  employers  to  continue  their  plans. 
In  the  result,  since  not  all  employees  have  employment  pension  plans, 
government  would  be  legislating  inflation  protection  only  for  some 
enployees  vvtiile  adding  directly  to  the  costs  to  be  borne  by  all  members 
of  society  as  consumers. 

Indexed  Bonds 

Another  approach  involving  direct  government  action  comes  from 
James  Pesando,  professor  of  economics  with  the  Institute  of  Public 
Policy  at  the  University  of  Tbronto.  His  assessment  of  the  econonics  of 
inflation  has  led  him  to  conclude  that  the  nature  of  the  problem  is  such 
that  only  governments  can  deal  with  it  effectively.  He  originally 
proposed  that  the  government  should  issue  or  require  corporations  to 
issue  "indexed  bonds"  on  wiiich  naninal  rates  of  return  would  vary  with 
rates  of  inflation  in  such  a  way  that  the  transaction  for  both  lender 
and  borrower  would  be  neutral.  Pension  funds  would  then  be  able  to 
invest  in  these  bonds  and  maintain  real  rates  of  return  in  the  face  of 
inflation,  and  in  turn  would  be  able  to  provide  fully  indexed  pensions 
without  concern  for  an  incalculable  future  liability. 

Pesando  himself  soon  recognized  that  this  solution  might  not  be 
practical: 

"Clearly,  the  Federal  government  (for  example)  could  elect  to 
issue  index  bonds,  but  certain  problems  would  immediately  arise. 
Tne  fundamental  dilemma  is  that  if  the  Federal  government  were 
to  make  index  bonds  available  on  a  sufficiently  wide  scale  to 
effectively  enable  plan  sponsors  to  provide  indexed  pensions, 
then  the  potential  impact  on  Canadian  financial  markets  might  be 
dramatic.  If,  on  the  other  hand,  the  Federal  government  were  to 
make  index  bonds  available  on  a  more  modest  or  gradual  scale,  so 
as  to  minimize  the  impact  on  the  Canadian  financial  system,  the 
capacity  of  plan  sponsors  to  provide  indexed  benefits  would  only 
gradually  be  enhanced."  (21) 

If  the  effect  on  the  Canadian  financial  markets  were  a  wholesale 
flight  fran  equities  to  debt  securities,  it  would  indeed  be  dramatic  and 
undesirable  for  the  Canadian  econony. (22) 
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Government  Inflation  Insurance 

Pesando  then  moved  from  his  proposal  for  indexed  bonds  to  suggest 
government-guaranteed  inflation  insurance: 

"Sponsors  of  defined  benefit  plans  must  purchase  the  requisite 
annuities  on  the  basis  of  a  real  rate  of  interest.  Only  the 
Federal  government  is  likely  to  be  able  to  underwrite  the  risks 
associated  with  unanticipated  inflation.  These  two  points  form  the 
basis  of  a  proposal  -  whereby  the  Federal  government  would  provide 
inflation  insurance  against  the  possibility  that  inflation  might 
diverge  from  the  expected  rate  built  into  market  interest  rates  at 
the  time  tliat  an  annuity  is  purchased."  (23) 

In  brief,  the  proposal  would  vvork  as  follows: 

-  Employer  pension  plans  would  be  funded  on  the  basis  of  real 
rates  of  return. 

-  When  an  employee  retired,  the  employer  would  purchase  an  annuity 
fron  an  insurance  company  for  the  required  benefit  plus  full 
indexing  at  anticipated  rates  of  inflation  over  the  life  expect- 
ancy of  the  pensioner.  Tlie  cost  of  the  annuity  would  be  funded 
by  the  employer  at  real  rates  of  return  in  his  pension  fund  and 
therefore  the  monies  would  be  available  in  nominal  dollars  to 
purchase  the  indexed  annuity. 

-  If  during  the  course  of  payment  of  the  annuity  inflation  were 
to  rise  above  the  anticipated  rate,  the  federal  government 
would  pay  to  the  insurance  company  the  cost  of  indexing  the 
annuity  above  the  inflation  already  anticipated.  If,  however, 
the  inflation  rate  were  to  fall  belcw  the  anticipated  rate,  the 
insurance  company  would  pay  to  the  federal  government  the  saving 
from  lower-than-anticipated  inflation.  Over  the  course  of  time 
these  adjustments  should  cancel  out,  as  inflation  should  be 
neutral  in  the  long  run. 

One  difficulty  with  this  proposal  is  that  to  fund  on  a  real  rate  of 
return  involves  correctly  forecasting  pre-retirement  inflation  rates  so 
that  contributions  will  be  high  enough  when  added  to  ncminal  returns  on 
investments  to  generate  sufficient  "real"  monies  to  purchase  the  annuity 
at  retirement.  As  well,  Pesando  acknowledges  that  any  windfall  gain  the 
employer  might  otherwise  expect  fron  low  annuity  rates  \4ien  inflation  is 
high  would  no  longer  be  available  to  offset  experience  deficiencies 
(shortfalls)  caused  by  inflation. 

Pesando  acknowledges  that  the  employer  would  have  to  assume  a 
higher  cost,  but  suggests  that  "there  is  no  reason,  however,  that  the 
higher  costs  should  not  be  shared  with  employees,  perhaps  in  the  form  of 
lower  increases  in  current  wages  than  would  otherwise  be  the  case.  "(24) 
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How  acceptable  this  cost-sharing  would  be  could  only  be  determined 
through  negotiations  with  eiiployees.  It)  the  extent  employees  were  not 
prepared  to  share  the  cost,  the  employer  would  have  to  pay.  But  to 
alter  existing  funding  arrangenents  in  employment  plans  to  a  real  rate 
of  return  basis  would  be  extranely  costly.  When  employers  are  already 
conplaining  of  the  cost  burdens  arising  frcsn  inflation,  it  is  unlikely 
that  this  scheme  could  De  used  for  indexing  pension  benefits  already 
accrued  and  vsould  therefore  be  of  no  assistance  to  tliose  already  retired 
or  who  are  well  into  working  careers.  The  scheme  also  entails  the 
additional  purchase  of  annuities  from  insurance  companies  with  the 
federal  government  providing  a  reinsurance  fund.  Many  of  the  larger 
plans  at  the  present  time  do  not  purchase  annuities  but  make  pension 
payments  directly  from  the  fund.  To  channel  all  pension  payments 
through  insurance  company  annuities,  with  additional  commissions  and 
administrative  expense,  WDuld  probably  not  be  greeted  with  enthusiasm  by 
these  QTiployers. 

While  Pesando  claims  that  the  cost  of  the  proposal  to  the  govern- 
ment should  even  out  in  the  long  run,  Donner  and  Lazar  argue  that  a 
permanent  increase  in  the  average  level  of  inflation  would  result  in  a 
continuing  government  deficit  to  fund  the  insurance  scheme,  and  that 
short- run  implications  for  government  payouts  could  be  serious: 

"To  provide  an  example  of  where  big  transfers  could  occur  from  the 
fund  to  the  insurance  company,  consider  the  following.  In  1974 
long-term  government  securities  were  yielding  8.87  per  cent,  while 
the  actual  recorded  rate  of  inflation  was  10.9  per  cent.  If  a 
fixed  real  yield  was  assumed  to  be  3  per  cent,  then  the  expected 
rate  of  future  inflation  at  that  time  would  have  been  5.5  per 
cent.  In  fact,  the  rate  of  inflation  in  1976  was  easily  double 
that  expectation  and  in  1977  was  considerably  in  excess  of  the 
presumed  rate.  Granted  this  problem  could  be  minimized  over  a  long 
enough  period  of  time,  but  the  short- run  implications  could  still 
be  very  severe. "(25) 

A  general  criticism  of  both  Pesando 's  proposals  is  that  they  re- 
quire direct  action  by  the  government  to  provide  inflation  protection 
for  only  a  selected  group  in  society  -  those  with  employment  pension 
plans.  The  second  proposal  seems  even  more  restrictive  as  it  would  be 
limited  only  to  those  in  defined  benefit  plans.  His  second  proposal 
cannot  apply  fully  to  money-purchase  plans  since  there  is  no  mechanism 
to  provide  pre-retirement  real  rates  of  return.  While  an  escalated 
annuity  could  be  purchased  at  retirement  fran  a  money-purchase  plan,  the 
cost  of  the  expected  inflation  calculated  into  the  purchase  price  would 
result  in  a  much  lower  initial  monthly  payment  and  would  not  likely  be 
attractive  to  the  annuitant. 
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Increase  in  Canada  Pension  Plan  Benefits 

A  further  government  measure  that  is  often  proposed  and  should 
be  considered  is  an  increase  in  Canada  Pension  Plan  benefits.  Since 
protection  is  limited  to  specific  groups  under  Pesando's  proposals, 
expansion  of  the  government  scheme  that  is  already  providing  full  index- 
ing to  the  CPI  is  more  attractive.  Indeed,  there  are  strong  arguments 
for  doubling  Canada  Pension  Plan  benefits  to  provide  50  per  cent  of 
earnings  up  to  the  level  of  the  average  industrial  wage.  Along  with 
the  fully  indexed  OAS,  this  would  fully  protect  between  60  and  65  per 
cent  of  the  pre-retirement  AIW  from  inflation.  The  labour  movement  has 
strongly  advocated  such  a  step. (26) 

A  similar  approach  is  reconmended  in  the  Cofirentes  Report  (1978) 
on  the  Quebec  Pension  Plan.  Under  that  plan  retirement  benefits  would 
be  increased  from  25  per  cent  to  50  per  cent  of  earnings  up  to  half  of 
the  YMPE  plus  25  per  cent  of  the  balance,  making  a  total  benefit  based 
on  37-1/2  per  cent  of  the  maximum  YMPE.  Full  indexing  of  this  amount 
with  the  other  fully  indexed  programs  would  raise  overall  protection 
against  inflation  above  the  present  government-guaranteed  floor. 

Both  proposals,  as  far  as  they  relate  to  indexing,  have  consider- 
able merit  in  that  groups  which  would  benefit  fron  this  type  of  direct 
government  intervention  represent  nearly  100  per  cent  of  the  working 
population  of  Canada.  However  the  Commission  does  not  favour  increasing 
the  benefits  from  the  CPP  for  the  reasons  set  out  in  Volume  V  of  the 
report. 

Indirect  Government  Intervention 

Employment  pensions  exist  because  of  voluntary  acts  by  employers 
and  agreements  made  through  the  collective  bargaining  process.  While 
many  employers,  occasionally  or  even  regularly,  make  "ad  hoc"  adjust- 
ments in  pension  payments  to  compensate  pensioners  for  some  of  the 
effects  of  inflation,  almost  none  has  been  prepared  to  incur  the  costs 
associated  with  automatic  indexing,  even  with  limits.  Some  critics, 
however,  do  not  accept  ad  hoc  indexing  as  equitable  or  sufficient, 
and  advocate  legislation  to  require  employers  to  adjust  pensions  for 
inflation. 

A  strong  argument  for  legislative  action  is  based  on  the  "excess 
interest"  theory,  which  may  be  simply  described:  If  the  interest  rate 
assumed  in  the  pension  plan  is  6  per  cent  and  the  actual  rate  of  return 
to  the  fund  in  the  year  is  9  per  cent,  the  employer  is  said  to  have  made 
a  gain  of  3  per  cent  from  inflation.  That  gain  should  then  be  used  to 
index  benefits  rather  than  to  reduce  employer  costs. 

In  support  of  this  proposal,  the  Cofirentes  Report  reconmended (27) 
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"That  those  completely  determined  pension  components,  set  up 
on  behalf  of  an  active  or  retired  i^articipant,  be  increased 
annually  by  a  percentage  which  corresponds  to'  the  excess  of 
the  return  provided  by  the  pension  plan's  investments  over 
the  interest  rate  assumed  at  the  time  these  investments  were 
acquired."    (Recommendation  38) 

"That,  as  a  corollary  to  (Recoiimendation)  R-38  if  the  pension 
ccmponents  have  been  determined  by  discounting  a  certain 
return,  and  if  the  plan  is  afterwards  revalued  with  a  higher 
interest  rate,  tlie  surplus  thus  released  be  applied  in  its 
entirety  to  increase  the  pension  set  up  for  the  participant, 
with  only  the  excess  with  respect  to  the  new  rate  being 
applied  towards  future  increases."    (Reccxnmendation  39) 

"That  the   interest  rate  used   in  application  of  R-38   and   R-39 
be  that   used   at   the   time  of    the   last   actuarial   valuation 
preceding  the  publication  of  the  Coiimittee's  report." 
(Recanmendation  40) 

"That  the  Quebec  Pension  Board  establish  a  maximum  interest 
rate  that  can  be  used  in  the  deterniination  of  future  compo- 
nents of  ccynpletely  determined  pensions.  Ideally,  this  rate 
should  correspond  to  the  average,  real  rate  of  return  of  the 
econcsny . "    ( Reccmaendation  4 1 ) 

"That  the  interest  rate  established  by  the  Quebec  Pension 
Board  also  be  applied  in  the  valuation  of  pension  components 
under  a  final  salary  plan  or  under  any  other  plan  once  the 
pension  is  completely  determined  (at  the  time  of  cessation  of 
participation,   of   retirement,    etc.)."    (Recommendation  42) 

The  Cofirentes  Report  recognized  that  there  would  be  difficulties 
with  this  approach  if  there  were  no  control  over  the  interest  rates 
assumed  in  the  plan  and  ultimately  reconmended  that  the  rate  be  fixed  at 
the  "real  rate"  of  return  vAiich  is  usually  considered  to  be  about  3  per 
cent  per  annum. 

The  concept  is  initially  appealing  because  it  does  not  appear 
to  cost  much,  if  anything.  In  this  sense  the  term  "excess  interest" 
is  misleading.  There  is,  in  fact,  a  very  real  cost  to  the  employer 
who  in  the  past  has  used  gains  fron  higher  interest  rates  and  capital 
appreciation  to  offset  the  cost  of  improved  benefits  and  costs  resulting 
fron  escalating  salaries  in  final  pay  plans  or  from  stock  market  drops 
such  as  those  in  1973  and  1974.  There  is  no  mention  in  the  Cofirentes 
Report  of  any  offset  for  losses.  Nor  does  the  theory  acknowledge  the 
difficulties  of  achieving  real  rates  of  return  in  pension  funds  or  the 
fact  that  investment  in  pension  funds  is  based  on  long-term  strategies 
to  meet  long-teoi   liabilities   and    not   on   a  year-over-year   approach. 
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Dr.  E^elim  Boyle  elaborated  on  this  point  in  a  paper  included  in  the 
Hall  Report  on  the  Railway  Pension  Plans: 

"It  is  tempting  to  suppose  that  the  additional  liabilities  cxDuld  be 
offset  by  increased  earnings  on  the  assets  of  the  fund.  One  of 
the  main  problems  in  the  last  few  years  has  been  caused  by  the 
depressingly  poor  investment  performance.  Over  the  last  year, 
many  plans  have  not  even  achieved  a  positive  rate  of  return  (on  a 
noninal  basis).  These  additional  investment  earnings  are  just  not 
there.  Consequently,  some  plans  may  have  difficulty  meeting  their 
funding  obligations  under  the  various  Pension  Benefits  Standards 
Acts. "(28) 

The  excess  interest  approach  has  been  refined  by  introducing  the 
idea  of  separating  the  pension  fund  of  active  workers  from  those  of 
the  retired.  When  an  employee  retired,  the  employer  would  set  aside 
the  amount  required  to  buy  tliat  person  a  life  annuity  in  the  amount  of 
the  pronised  pension  benefit  at  the  then  prevailing  rate  of  interest 
reflected  in  current  annuity  prices.  The  money  would  not  actually 
be  used  to  purchase  an  annuity  contract  from  an  insurance  company, 
but  would  be  set  aside  in  a  "pensioners'  reserve  fund"  into  which  the 
annuity  amounts  for  all  pensioners  would  be  transferred.  This  fund 
would  then  be  invested  in  the  fashion  required  to  meet  its  specific 
obligations  -  which  could  be  different  from  the  active  workers'  fund. 
Any  interest  earned  on  the  pensioners'  reserve  fund  above  the  interest 
rate  assumed  for  the  annuity,  and  after  a  reserve  for  losses  had  been 
set  aside,  would  be  distributed  among  the  pensioners  on  some  equitable 
basis.  It  is  assumed  that  as  inflation  rises,  nominal  interest  rates 
rise  and  therefore  there  would  fcie  a  gain  in  ncfninal  terms  that  could  be 
added  to  the  pension  amounts.  There  would  be  no  additional  cost  to  the 
employer  once  the  nraney  to  buy  the  annuities  had  been  set  aside,  and 
pensioners  could  thus  be  protected  to  scfiie  extent  frai\  inflation. 

This  proposal,  however,  must  face  the  complexities  of  actuarial 
funding.  To  segregate  a  fund  into  two  parts  would  involve  assumptions 
about  mortality,  inflation,  and  interest  rates.  These  decisions  are 
not  made  once  and  for  all,  but  are  required  as  each  employee  reaches 
retirement  age.  Regulation  would  be  essential  to  ensure  adequate 
funding  for  tlie  active  WDrkers  and  for  the  pensioner.  (29)  The  procedure 
would  not  be  comparable  to  tlie  situation  where  monies  are  actually  paid 
out  to  purchase  an  annuity  frora  an  insurance  canpany  where  a  number  of 
factors,  such  as  commissions,  required  reserves,  and  conpetition,  affect 
the  price  of  the  annuity,  and  the  employer's  liability  to  the  pensioner 
ceases  entirely. 

A  more  sophisticated  version  of  the  excess  interest  approach, 
and  similar  in  its  funding  aspects  to  Pesando's  inflation  insurance, 
is  the  requirement  that  all  defined  benefit  plans  be  funded  using  the 
real  rate  of  return  in  the  interest  assumption.  Pesando,  in  his  latest 
refinement  of  the  government  inflation  insurance  scheme,  proposes  that 
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the  QTployer  isolate  the  amount  required  to  purchase  an  annuity  equiva- 
lent to  the  pension  benefit  at  a  zero  rate  of  inflation.  This  amount 
in  an  inflationary  climate  of,  say,  7  per  cent  would  then  be  used  to 
purchase  an  escalated  annuity  that  would  increase  at  7  per  cent  per 
year.  Iheoretically,  the  cost  of  the  escalated  annuity  and  the  sum 
isolated  by  the  enployer  would  be  the  same,  disregarding  administrative 
expense.  In  this  way  the  pensioner  would  be  protected  from  the  expected 
7  per  cent  rate  of  inflation.  If  inflation  turned  out  to  be  in  excess 
of  7  per  cent,  the  pensioner  would  lose  to  the  extent  of  the  excess  over 
7  per  cent  unless  the  scheme  were  coupled  with  government  inflation 
insurance  discussed  above.  If  inflation  were  less  than  7  per  cent,  the 
pensioner  -  or  the  insurance  company,  depending  on  the  terms  of  the 
contract  -  would  win, (30) 

Pesando  recognized  two  problens  to  implementing  this  scheme,  both 
similar  to  those  for  government  inflation  insurance.  The  first  is  to 
determine  the  real  rate  of  interest  as  the  basis  for  funding.  Histori- 
cally the  rate  has  varied  between  2  and  3  per  cent.  If  the  forecasts 
were  not  accurate,  the  fund  might  face  shortfalls  that  would  have  to 
be  satisfied  in  "real"  terms.  The  employer  could  not  hope  for  any 
"inflation  dividends"  to  assist  with  this  cost.  The  second  problem  is 
for  the  employer  to  actually  achieve  a  real  rate  of  return  on  fund 
investments.  In  the  early  1970s  many  pension  funds  were  experiencing 
negative  rates  of  return.  If  equities  were  not  able  to  earn  the  real 
rates  of  return  required,  then  fund  managers  might  be  forced  to  move 
to  debt  capital  financing.  Pesando  notes  that  it  might  be  necessary 
to  reform  the  tax  system  in  such  a  way  that  it  would  be  neutral  to 
inflation  so  that  conmon  stocks  might  act  as  a  hedge  against  inflation. 
(31) 

A  third  and  even  more  important  difficulty  is  that  many  plans 
now  in  force  are  funded  on  a  nominal  basis.  To  convert  such  plans 
to  funding  on  a  real  rate  of  return  basis  would  in  effect  force  the 
employer  to  assume  the  full  cost  of  indexing  both  the  pension  accruals 
of  active  members  -  few  of  v*iich  are  now  fully  funded  on  a  nominal  basis 
-  and  the  pensions  already  being  paid.  Ihis  would  result  in  a  greater 
cost  to  employers  than  would  autanatic  indexing,  which  most  employers 
have  already  shown  they  are  reluctant  to  assume.  If  funding  were  based 
on  real  rates  of  return,  an  element  of  the  productivity  dividend  of  the 
economy  might  be  included,  providing  inflation  protection  beyond  that 
measured  by  the  Consumer  Price  Index. (32) 

Although  his  scheme  relates  specifically  to  defined  benefit  plans, 
Pesando  points  out  that  money-purchase  plans  to  some  degree  reap  the 
excess  interest  benefit,  because  the  money-purchase  fund  will  grow  with 
higher  naninal  rates  of  return  to  accumulate  higher  nominal  amounts  of 
money  at  retirement  for  purchase  of  an  annuity  of  a  higher  fixed  income 
amount: 
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"For  parallelism,  the  members  of  defined  benefit  plans  could  be 
given  the  option  of  a  higher  fixed- income  annuity  rather  than  a 
lower  but  escalating  one.  Alternatively,  to  reflect  the  fact 
that  high  nominal  rates  indicate  tlie  expected  decline  in  the  real 
purchasing  power  of  a  fixed-income  annuity,  members  of  money- 
purchase  plans  could  be  required  to  purchase  escalating  -  rather 
than  high  fixed- incane  -  annuities  if  nominal  interest  rates  embody 
a  substantial  inflation  premium. "(33) 

Presumably  this  could  extend  to  annuities  from  RRSPs  as  well  as 

money-purchase  plans.   Note  too  that  all  excess  interest  techniques 

could  apply  equally  to  deferred  life  annuities  earned  by  terminated 
enployees. 

The  Participating  Annuity  Cption 

The  Commission  believes  that  the  excess  interest  approach  could  be 
utilized  on  a  limited  scale,  to  provide  a  measure  of  inflation  protec- 
tion not  only  for  those  in  employment  pension  plans  but  also  for  those 
in  RRSPs  and  with  other  savings  Vihich  culminate  in  the  purchase  of  an 
annuity.  This  method  is  basically  a  right  of  election  for  a  participat- 
ing annuity,  i.e.,  an  annuity  which  guarantees  a  basic  monthly  payment 
increased  by  any  additional  interest  earnings  on  the  capital  above  that 
required  to  pay  the  basic  amount.  Ihe  basic  amount  would  be  lower  than 
that  provided  by  a  non-participating  annuity,  and  therefore  the  retiree 
would  be  guaranteed  a  somewhat  lower  monthly  pension.  To  achieve  the 
right  of  election  the  Pension  Benefits  Act  would  have  to  be  amended  to 
give  a  retiring  employee  the  right  to  elect  a  participating  annuity  at 
retirement.  With  such  a  provision  there  would  be  a  need  for  regulations 
requiring  plan  sponsors  to  separate  from  the  pension  fund  for  active 
members  and  retirees  who  do  not  elect  a  participating  annuity,  the 
amounts  required  to  provide  pensions  to  retired  members  who  elect  a 
participating  annuity.  Ihe  new  fund  tlius  created  could  then  be  invested 
in  a  way  compatible  with  the  needs  of  the  retired  group,  and  any  income 
above  the  requirements  for  the  basic  pensions  would  be  distributed 
among  the  pensioners.  Interest  rates  used  in  determining  the  amount  of 
the  new  fund  WDuld  have  to  be  controlled  by  the  Pension  Commission  of 
Ontario  to  ensure  a  fair  division  between  the  two  funds. 

In  order  to  continue  the  operation  of  the  present  pension  concept 
it  would  be  necessary  to  have  the  employer  continue  to  guarantee  the 
basic  pension  (the  guaranteed  amount  of  the  participating  annuity)  to 
the  retiree.  I^ierefore  if  earnings  on  the  retired  lives  fund  were  to 
fall  below  the  amounts  required  to  secure  the  basic  contributions,  the 
enployer  would  be  required  to  make  additional  contributions  into  the 
participating  annuity  fund.  In  addition  the  employer  would  bear  the 
effect  of  any  mortality  gains  or  losses  in  the  retired  lives  fund. 

In  the  larger  plans  the  employer  usually  provides  the  pension 
payments  out  of  the  pension  fund.   However,  where  the  pension  plan 
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sponsor  chooses  to  buy  an  annuity  from  an  insurance  company  to  satisfy 
its  pension  obligation  the  retiring  employee  would  also  have  the  option 
of  choosing  a  participating  annuity.  Regulations  under  the  Pension 
Benefits  Act  would  have  to  provide  that  the  initial  basic  or  promised 
pension  resulting  fra.i  the  plan  formula  on  a  participating  basis  would 
be  the  same  regardless  of  wliether  the  payment  were  made  fron^.  a  retirees' 
fund  or  by  an  insurance  company.  Therefore  any  additional  cost  arising 
fron  insurance  company  charges  would  have  to  be  borne  by  the  eraployer. 

The  Commission  sees  the  participating  annuity  as  an  inflation 
protection  for  retired  pensioners.  To  be  successful  it  will  require 
education  of  employees  in  the  nature  of  the  option  available.  The  em- 
ployer would  be  deprived  of  the  "inflation  dividend"  on  tliat  part  of  the 
pension  fund  required  for  the  retired  lives  participating  annuities. 
But  if  the  cption  is  successful  and  provides  increased  monthly  pay- 
ments, if  noninal  interest  rates  rise  with  inflation,  there  will  be  less 
pressure  for  indexed  or  ad  hoc  adjustraents.  Except  for  increased  cost 
to  the  enployer  arising  from  the  loss  of  any  excess  interest  on  the 
retired  lives  participating  annuity  fund,  the  cption  of  a  participating 
annuity  preserves  the  status  quo  and  leaves  inflation  protection  to  the 
individual.  The  same  option  should  be  available  to  participants  in 
RRSPs  where  the  guarantee  of  the  basic  monthly  payment  is  part  of  the 
contract  with  the  insurance  company  issuing  the  annuity,  and  also  for 
annuities  purchased  under  the  mandatory  plan  discussed  in  detail  in 
Chapter  12.  Ihe  scheme  therefore  has  the  virtues  of  being  optional 
for  employees  and  universal  in  its  application  to  several  forms  of 
retirement  incane. 

Collective  Bargaining 

If  one  favours  a  position  of  minimal  government  interference, 
it  is  necessary  to  assess  what  pressures  will  be  brought  to  bear  in 
other  ways  to  bring  about  inflation  protection.  As  we  have  seen,  some 
private-sector  employers  have  made  allowance  for  increases  in  pensions. 
Four  courses  have  developed: 

1.  Ad  hoc  Adjustments 

Employers  favour  this  approach  because  the  cost  can  be  calcu- 
lated before  the  liability  is  incurred. 

2.  Improving  Benefits  by  Negotiation 

This  is  the  usual  approach  when  a  pension  plan  is  part  of  a 
collective  agreement  and  is  expressed  in  terms  of  flat  dollar 
benefits  of,  say,  $10  a  month  for  each  year  of  service.  The 
amount  of  basic  monthly  benefit  is  renegotiated  with  the  col- 
lective agreement  to  keep  pace  with  cost-of-living  increases. 
While  primarily  a  method  of  pre-retirement  adjustiaent,  current 
pensions  are  frequently  increased  at  the  same  time. 
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3.  Adjustment  FXinds 

Separate  funds  iTiay  be  set  up  to  provide  the  indexing  adjus- 
tment, usually  with  employer  and  employee  contributions.  This 
method  is  found  in  the  public  sector. 

4.  Update  of  Career  Average  Plan  or  move  to  Final  Average  Pay 

Plans 

This  change  serves  as  a  pre-retirement  adjustment  and  keeps 
pace  with  rising  wages. 

These  approaches,  and  others  v^ich  may  be  developed  may  result  fran 
the  operation  of  the  collective  bargaining  process.  If  this  is  to  be 
encouraged  as  an  answer  to  inflation  protection  it  is  also  necessary 
to  ensure  that  such  protection  will  in  fact  be  provided.  Given  the 
original  pronise  of  the  employer  to  provide  a  defined  amount  at  retire- 
ment, and  assuming  that  any  employees'  contributions  have  been  fair  in 
relation  to  the  benefits  and  the  actuarial  funding  assumptions,  it 
follcws  that  employees  are  not  entitled  to  make  any  additional  claims 
against  tlie  pension  fund.  Unless  the  plan  is  in  a  surplus  position, 
its  solvency  will  be  undermined  by  any  benefit  increase  without  the 
necessary  additional  funding.  If  indexing  adjustments  are  paid  out  of 
the  pension  fund,  there  may  well  be  a  shift  of  funds  from  the  eventual 
basic  benefits  of  active  employees  in  favour  of  those  v^o  have  retired. 

Under  the  Pension  Benefits  Act  (Reg.  654,  2a)  an  "escalated  adjust- 
ment" -  that  is,  one  based  on  an  index  -  need  not  be  prefunded;  but  its 
current  cost  must  be  met  by  additional  current  payments  into  the  plan. 
If  the  plan  is  wound  up,  unfunded  escalated  adjustments  must  be  cut  back 
before  any  reduction  of  basic  benefits  is  effected.  This  exception  to 
the  normal  funding  rules  (actually  a  pay-as-you-go  feature)  may  be 
justified  on  certain  practical  grounds:  it  recognizes  an  urgent  and 
presuraably  temporary  need  for  some  flexibility  in  pension  funding;  it 
does  not  jeopardize  solvency  related  to  the  basic  plan  benefits;  and 
it  avoids  the  question  of  how  an  indeterminable  future  expense  should 
be  measured  for  purposes  of  pre-funding.  An  obvious  drawback  is  that 
the  indexing  commitment  itself,  unlike  the  basic  pension  promise,  is 
unprotected  by  the  regular  funding  requirements  and  therefore  is  valid 
only  so  long  as  the  employer  remains  in  business  and  maintains  the 
required  contributions.  Unless  employees  and  especially  pensioners 
understand  the  essential  lack  of  security  for  index-based  adjustments, 
they  may  be  severely  disappointed  at  some  future  date  v*ien  a  significant 
portion  of  their  benefits  is  eliminated. 

Although  recent  pressures  on  pension  funding  have  arisen  from 
a  combination  of  the  move  to  final  average  earnings  plans,  rapidly 
increasing  salaries,  and  poor  investment  returns,  similar  problems 
are  found  in  updated  career  average  plans  and  flat  dollar  plans.  In 
the  latter,  increases  in  benefit  levels  are  cor.mionly  negotiated  when 
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the  collective  agreement  is  renewed.  Because  the  amount  of  benefit 
improvement  in  either  case  is  not  an  "escalated  adjustment"  it  must 
be  reflected  in  tlie  funding  schedule  as  part  of  the  long-term  promise. 
However,  vv^iatever  degree  of  inflation  protection  is  achieved  in  this 
way  may  be  illusory.  In  the  event  of  a  wind-up  before  the  unfunded 
liabilities  have  been  met  (i.e.,  up  to  15  years  following  a  retroactive 
inprovement)  a  substantial  part  of  the  promised  benefit  may  suffer 
fron  the  same  fate  as  an  "escalated  adjustment"  in  order  to  use  the 
assets  as  fairly  as  possible.  The  potential  weakness  in  funding  where 
new  unfunded  liabilities  are  created  every  two  or  three  years  is  well- 
known  to  the  supervisory  authorities,  but  is  generally  unknown  to  plan 
members  until  they  are  affected  by  a  plan  closing  or  other  crisis  which 
terminates  the  pension  plan.  Pensioners  stand  an  even  greater  risk  where 
either  indexed  or  ad  hoc  increases  have  been  granted  or  negotiated. 

The  Superannuation  Adjustment  Funds  of  the  Ontario  and  federal  gov- 
ernments are  similarly  capable  of  misleading  the  employee  or  pensioner. 
Operated  on  a  strict  pay-go  basis,  neither  is  assured  support  from  the 
Consolidated  Revenues  of  the  government  should  there  be  insufficient 
funds.  In  the  case  of  Ontario's  Public  Sector  Superannuation  Adjustment 
Fund,  the  contribution  levels  -  1  per  cent  by  anployers,  1  per  cent  by 
enployees  -  are  fixed  under  the  Act  until  January  1,  1981,  regardless  of 
how  the  fund  fares.  (34)  After  that  date,  contribution  rates  will  be 
determined  fron  time  to  time  by  a  review  conmittee  and  presuraably  will 
change  as  required.  This  situation  raises  the  question  whether  public 
sector  onployment  plans  should  follow  the  funding  practices  established 
for  private  sector  plans.  In  Ontario  both  sectors  are  regulated  by  the 
Pension  Benefits  Act,  and  it  would  seem  reasonable  that  any  rules  for 
funding  of  adjustments  should  apply  to  both. 

Voluntary  adjustments  through  the  collective  bargaining  process 
are  also  subject  to  some  particular  disincentives.  The  first  of  these 
arises  fron  tlie  interaction  of  the  government  floor  prograriis  and  er.ploy- 
ment  pensions.  The  problem  is  stated  by  tlie  Ontario  Advisory  Council  on 
Senior  Citizens: 

"The  combined  effect  of  CIS  and  GAINS  produces  a  disincentive  to 
the  indexing  of  private  pension  benefits  in  that  any  recipients 
of  CIS  and  GAINS  would  not  benefit  from  moderate  indexing  of  an 
employer's  pension  benefits;  he  would  receive  a  larger  monthly 
amount  from  his  employer's  plan  and  a  correspondingly  smaller 
amount  fron  GIS  and  GAINS."    (Brief  154,   p.    13) 

The  Council  believes  that  the  existence  of  the  "tax-back"  provision 
in  tJ-ie  GIS  and  GAINS  programs  discourages  the  employer  from  making 
inflation  adjustments.  However,  income- tested  programs  necessarily 
involve  sane  degree  of  offset  for  money  received  from  other  sources. 
The  conbined  GIS-GAINS  mechanism,  described  in  detail  in  Chapter  5, 
involves  a  "tax-back"  or  reduction  in  benefit  of  less  than  the  full 
amount  for  increases  in  outside   income  except  within  a  fairly  narrow 
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corridor  of  supplements.  When  it  is  considered  that  the  income  guar- 
antees are  escalated  at  quarterly  intervals  between  the  dates  at  which 
the  annual  determination  of  eligibility  and  supplement  amounts  is  made, 
it  will  be  seen  that  these  programs  offer  little  or  no  problem  to  the 
employer  \ffno   wishes  to  adjust  pensions  in  payment. 

For  those  eligible  for  supplements,  tax-back  arrangements  might 
be  adjusted  in  a  variety  of  ways  to  allow  a  faster  or  slower  rate  of 
reduction;  but  at  some  point  the  operation  of  an  income  guarantee  will 
reduce  benefits  for  some  and  deny  benefits  to  others.  The  Commission 
does  not  reccnunend  any  change  in  the  tax-back  for  GAINS. 

A  second  disincentive  related  to  post- retirement  adjustments  is 
found  in  the  general  absence  of  pensioners  from  the  collective  bargain- 
ing table;  or,  as  some  have  expressed  it,  the  freedom  of  employers 
and  unions  to  disregard  the  needs  of  retired  employees.  From  this 
observation,  if  unqualified,  it  might  follow  that  we  should  not  look 
to  the  bargaining  process  for  answers  to  the  problem  of  inflation  pro- 
tection for  pensioners.  It  might  even  be  argued  that  unions,  if  given  a 
voice  in  this  area,  would  face  a  conflict  of  interest  to  the  extent  that 
they  were  called  upon  to  determine  how  the  negotiated  wage  and  benefit 
"package"  should  be  shared  with  persons  no  longer  in  the  bargaining  unit 
or,  usually,  in  the  union.  Certain  facts  are  clear,  as  pointed  out  by 
several  groups  during  the  hearings:  retired  workers  neither  have  the 
necessary  econcsiiic  strength  to  bargain  directly  with  employers,  nor  are 
they  in  a  position  to  ensure  that  a  recognized  bargaining  agent  will  act 
on  their  behalf.  The  Labour  Relations  Act,  \^hile  it  does  not  expressly 
prohibit  a  union  from  attempting  to  represent  retired  workers,  does  not 
oblige  any  union  to  do  so  nor  does  it  require  the  employer  to  respond. 

In  practice,  the  lack  of  legal  authority  does  not  appear  to  have 
prevented  many  unions  from  bringing  pensioner  matters  to  the  bargaining 
table.  Some  do  so  as  a  regular  practice  and  with  little  obvious  objec- 
tion in  principle  from  the  employers.  It  would  seem,  although  the 
statistics  in  this  connection  are  sketchy  at  best,  that  the  question  of 
a  union's  legal  right  to  represent  the  retired  group  is  of  considerably 
less  importance  than  the  willingness  of  both  parties,  employer  and 
union,  to  demonstrate  their  responsibility  to  the  conmunity  by  consider- 
ing the  needs  of  people  outside  the  formal  bargaining  unit.  Where  the 
law  is  most  likely  to  act  as  an  absolute  bar  to  negotiations  for  current 
pensioners  is  in  certain  highly  structured  bargaining  situations,  as  in 
some  parts  of  the  public  service,  whose  scope  is  limited  by  specific 
legislation. 

Whether  or  not  steps  should  be  taken  to  bring  the  pensioner  to 
the  bargaining  table  -  either  directly  or  through  established  unions  - 
involves  the  consideration  of  many  issues  not  related  to  pensions.  As 
things  now  stand  retired  workers  cannot  rely  on  the  collective  bargain- 
ing process  to  obtain  any  reliable  protection  of  purchasing  power. 
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CONCLUSIONS 

Having  reviewed  the  indexing  question  in  depth  the  Commission 
reached  sane  unanimous  conclusions: 

-  Government  programs  -  the  C¥\S,  GIS,  and  CPP  -  should  continue  to 
be  fully  indexed  to  the  Consumer  Price  Index  to  provide  a  floor 
of  protection  against  loss  fron  inflation. 

-  The  employer  has  no  legal  or  moral  obligation  flowing  from  the 
nature  of  a  pension  to  ensure  tliat  pensions  are  protected  from 
inflation  either  before  or  after  retironent. 

-  Government  should  not,  through  legislation,  oblige  employers  wtio 
have  pension  plans  to  provide  any  type  of  inflation  protection, 
with  the  exception  of  the  participating  annuity  option  discussed 
above.  Ihe  latter,  however,  constitutes  nothing  more  than  a 
balancing  of  the  use  of  capital  accrued  by  the  employer  on  the 
employee's  behalf,  and  in  contributory  plans  the  capital  accrued 
frcm  QTiployees'  contributions. 

-  Ihe  collective  bargaining  procedure  should  be  allowed  to  cperate 
so  that  with  adequate  information  about  cost,  employers  and 
employees  can  detennine  v^at  measure  of  inflation  protection,  if 
any,  should  be  provided  and  by  v#iat  means. 

The  funding  of  all  types  of  inflation  protection  should  be 
regulated  by  the  Pension  Commission  of  Ontario  for  both  pri- 
vate sector  and  public  sector  employment  plans  in  such  a  way 
that  basic  pension  benefits  are  in  no  way  undermined.  Serious 
consideration  should  be  given  to  protecting  contributors  to 
pay-as-you-go  adjustment  "funds"  from  misunderstandings  and 
misconceptions,  and  to  discontinuing  tlie  use  of  this  method. 

Tne  Commission  also  recognizes  that  many  now  receive  pensions  that 
are  clearly  inadequate  for  living  with  today's  prices.  No  amount  of 
indexing  will  cure  tneir  problem.  They  must  instead  turn  to  the  govern- 
ment support  programs  already  in  place  and  fully  indexed. 

Current  concern  with  inflation  protection  should  not  be  allowed  to 
obscure  the  more  fundamental  problem  of  providing  a  sufficient  amount  of 
retirement  incane  to  begin  with.  Up  to  the  time  of  retirenent  the  goal 
is,  or  should  be,  to  earn  (or  vest,  or  otherwise  secure)  a  pension  that 
bears  a  reasonable  relationship  to  one's  earnings.  If  that  objective  is 
achieved,  the  inflation  problem  is  largely  reduced  to  one  of  preserving 
the  purchasing  power  of  the  pension  after  it  has  conmenced.  Put  simply: 
the  more  adequate  the  pension  at  retirement,  the  longer  the  period 
before  inflation  will  begin  to  hurt.  Obviously,  many  thousands  of 
pensioners  today  are  suffering  hsecause  their  pensions  on  retirenent  were 
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deficient  at  the  outset;  inflation  protection  alone  could  serve  at  best 
only  to  stabilize  an  already  unsatisfactory  level  of  real  incone. 

It  is  clear  that  cost  is  a  very  real  limiting  factor  for  indexing 
and  that  the  roost  generous  inflation  protection  has  come  in  the  public 
sector  v\^ere  cost  considerations  are  less  visible  and  hence  less  press- 
ing. However,  we  must  not  forget  that  canpensation  in  both  public  and 
private  sectors  is  subject  to  collective  bargaining  and  this  factor 
makes  it  unlikely  that  any  existing  differentials  will  remain  unchanged. 

Timing  and  Cost 

The  issue  of  the  cost  of  indexing  has  brought  forward  proposals 
on  the  suitable  time  for  indexing  to  take  effect.  Some  argue  that  any 
retiree  could  bear  a  loss  of  purchasing  power  for  three  years,  so  that 
no  indexing  should  start  until  three  years  into  retirement.  A  less 
arbitrary  approach  along  the  same  line  is  to  say  there  should  be  no 
indexing  until  cumulative  loss  of  purchasing  power  based  on  the  CPI 
reaches,  say,  20  or  25  per  cent.  This  might  occur  only  in  the  later 
years  of  retirement  if  inflation  were  at  traditional  levels.  With 
double-digit  inflation,  however,  the  critical  point  could  appear  in 
two  years.  A  further  argument  holds  that  the  normal  retirement  age  of 
65  is  the  time  from  which  indexing  should  start  on  the  ground  that 
earlier  retiranent  is  a  matter  of  individual  choice  and  should  not  bring 
with  it  inflation  protection  the  person  could  have  obtained  through 
continued  employment.  Where  indexing  has  been  adopted  by  employers, 
most  have  preferred  to  limit  their  liability  in  a  more  explicit  manner  - 
by  the  use  of  annual  "caps"  for  example,  or  by  adjusting  pensions  only 
for  CPI  increases  above  a  certain  annual  percentage.  Evidently  the 
timing  techniques  either  do  not  promise  a  significant  cost  reduction 
(if  early  retirements  were  excluded,  for  instance)  or  the  prospect  of 
an  indefinable  future  liability  is  considered  to  be  of  much  greater 
importance. 

Individual  Initiative 

We  have  noted  throughout  our  discussion  of  indexing  that  the  debate 
has  focused  on  defined  benefit  pension  plans.  There  has  been  little  or 
no  concern  for  money-purchase  plans,  flat  dollar  plans,  deferred  profit 
sharing  plans,  RRSPs,  or  investments  made  with  tax-paid  dollars.  Those 
with  such  arrangements  are  also  faced  with  the  same  loss  of  purchasing 
power  in  rising  inflation.  Therefore,  if  any  steps  are  to  be  taken  to 
provide  inflation  protection  through  legislative  action,  the  Commission 
recoranends  that  it  be  done  on  a  universal  basis.  Ihe  Conmission  recog- 
nizes that  universality  can  be  virtually  assured  by  expanding  government 
programs  as  such,  but  we  prefer  to  encourage  individual  initiative  in 
line  with  our  overall  view  that  provision  of  retirement  incone  is  still 
an  individual  responsibility.  Therefore,  rather  than  increase  the  basic 
floor  for  government  old-age  assistance  programs  the  Commission  proposes 
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to  extend  a  measure  of  inflation  protection,  through  the  income  tax 
system,  to  the  retirement  income  people  receive  from  various  sources. 


INFLATION  TAX  CREDIT 

The  Commission  proposes  the  introduction  of  a  refundable  tax  credit 
to  offset  the  loss  of  purchasing  power  of  retirement  income  through 
inflation,  up  to  a  maximum  level  of  income.  Tnis  approach  offers 
several  advantages: 

1.  Ihe  protection  is  available  to  all  persons  in  retiranent  and  not 
only  to  those  with  selected  types  or  sources  of  income. 

2.  The  protection  can  be  geared  to  protect  income  beyond  the  floor 
level  provided  by  existing  government  programs,  so  that  the 
individual  who  has  saved  to  set  aside  assets  to  provide  income 
in  retirement  can  have  assurance  that  at  least  part  of  these  can 
be  preserved,  and  therefore  that  saving  is  wDrthv\^ile. 

3.  Ihe  protection  is  flexible  so  that  it  can  easily  reflect  changes 
in  the  inflation  rate.  It  is  flexible  for: 

(i)    amount  of  protection  for  each  dollar  of  inccme, 
(ii)   level  of  protection  for  total  amounts  of  incane, 
(iii)  timing  of  protection  so  that  protection  can  be  given 
when  it  is  actually  needed. 

4.  The  protection  is  easy  to  administer  because  it  is  part  of  a 
tax  system  already  in  place  and  familiar  to  Canadians. 

Tnis  is  not  a  unanimous  recommendation  of  the  Commission.  One 
Commissioner  does  not  agree  that  any  action  beyond  indexing  as  it  pres- 
ently exists  in  government  programs  should  be  legislated  directly, 
or  encouraged  indirectly  through  legislation.  The  Commissioner  is 
of  the  opinion  that:  "the  conbination  of  full  indexing  of  government 
programs  and  extra  tax  deductions  for  pensioners  is  already  providing 
a  reasonable  degree  of  protection.  Tne  more  automatic  protection 
there  is,  the  fewer  choices  individuals  have  to  make  where  values  and 
prices  can  be  influenced  and  the  more  inflation  is  built  into  essential 
conmodities  and  services;  the  overall  cost  of  the  proposal  will  prove  to 
be  unaffordable  or  unreasonable  in  terms  of  the  burden  on  the  econany  as 
a  vAiole  and  the  conmitment  we  will  be  asking  the  younger  work-force  to 
make  good  on." 

Refundable  tax  credits  are  not  new.  Ontario  has  successfully 
operated  for  some  years  a  system  of  refundable  tax  credits  for  property 
taxes  and  sales  taxes  and  pensioners,  known  collectively  as  the  Ontario 
Tax  Credits.  Manitoba  has  similar  credits  including  a  cost-of-living 
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credit.     Recently,   the  federal  government  introduced  a  Child  Tax   Credit 
in  lieu  of  increased  Family  Allowances. 

The  Manitoba  credit  applies  to  nearly  all  persons  over  age  16, 
whether  or  not  they  pay  income  tax.  It  is  a  credit  of  3  per  cent  of 
the  total  of  personal  exemptions,  blind  or  bedridden  deductions  and 
education  deduction,  less  1  per  cent  of  taxable  inccfne.  This  is  a  very 
modest  protection  and  is  only  indirectly  geared  to  loss  of  purchasing 
pov/er.  The  Commission's  approach  tries  to  deal  more  directly  with  the 
problem.  The  Manitoba  cost-of-living  credit  confirms  that  the  approach 
is  open  to  Ontario  and  any  other  province  v^ich  might  wish  to  adopt  it. 

The  Comraission  has  not  attempted  to  draft  a  detailed  proposal  for 
the  inflation  tax  credit,  but  the  principle  and  operative  features  may 
be  described  as  follows: (35) 

Purpose 

To  protect  from  inflation  that  part  of  eligible  retirement  income 
above  the  amount  already  fully  indexed  through  CF^S,  CIS,  and  CPP,  up  to 
a  maximum  amount  of  such  incane  determined  by  an  assessment  of  social 
objectives. 

Incone  Eligible  for  Protection 

Incom.e  from  sources  traditionally  considered  to  be  retirement 
income  including  pensions,  annuities,  RRIFs,  DPSPs,  periodic  payments 
such  as  disability  pensions  and  Workmen's  Compensation,  but  not  earnings 
from  employment. 

Personal  Eligibility 

A  person  should  be  aged  68  or  over,  resident  in  Canada  at  least  six 
months  of  the  year  in  v^^iich  the  credit  is  claimed  and  not  earning  from 
self  or  other  employment  in  the  year  in  v\*iich  the  credit  is  claimed  an 
amount  greater  than  the  basic  personal  exemption  for  the  year  ($2,430  in 
1978,  the  year  taken  for  our  examples). 

In  our  opinion,  there  is  no  reason  for  providing  inflation  protec- 
tion in  the  first  year  of  retirement  before  any  appreciable  loss  from 
inflation  is  suffered.  Therefore  we  would  postpone  eligibility  until 
the  calendar  year  in  which  the  person  applying  reaches  age  68  and  has 
retired,  since  while  employed  the  person  may  be  expected  to  offset 
the  effects  of  inflation  through  earnings.  We  have  utilized  the  age 
65  concept  in  this  approach  since  that  age  for  retirement  is  widely 
accepted  and  is  the  eligibility  age  for  governraent  benefits.  Those  who 
retire  early  for  disability  will  have  some  measure  of  protection  prior 
to  65  through  other  programs.  For  the  person  who  chooses  to  continue 
working  after  65  we  would  not  delay  the  inflation  protection  for  three 
years  from  actual  retirement;  postponed  retirement  may  actually  save  the 
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taxpayer  money.  Mortality  factors  at  age  68  control  the  expense  of  the 
tax  credit  and  at  age  68  are  significant.  They  work  to  underscore  the 
purpose  of  inflation  protection,  i.e.,  to  provide  an  answer  to  the  fear 
of  living  so  long  that  retirement  income  will  not  meet  current  living 
requironents  related  to  an  individual's  former  standard  of  living. 

Maximum  Amount  Eligible  for  Credit 

Government  programs  like  OAS,  GIS  and  the  GPP  are  already  fully 
indexed.  Our  proposed  tax  credit  attempts  to  protect  income  above  the 
levels  of  the  government  programs  to  encourage  individual  efforts  to 
provide  retirement  income.  However,  the  resources  through  the  tax 
system  are  limited  and  the  Caiunission  has  considered  very  carefully  wbiat 
level  should  be  protected.  We  recognize  that  witli  rising  inflation  the 
government  programs  will  continually  increase  the  floor  protection  and 
that  to  choose  a  fixed  maximum  for  the  tax  credit  would  eventually  re- 
sult in  the  government  incoiie  guarantee  overtaking  tl'ie  maxiraum  protected 
by  the  tax  credit.  Therefore  we  require  a  maximum  which  will  rise  with 
the  government  program  floor.  We  rejected  the  Average  Industrial  Wage 
because  it  affords  protection  at  too  high  a  level  at  present  in  relation 
to  our  tax  resources.  Over  time  the  AIW  is  likely  to  rise  more  rapidly 
than  the  Consumer  Price  Index  to  v^iich  government  programs  are  tied.  We 
rejected  the  YMPE  of  the  CPP  on  the  same  grounds.  We  have  therefore  se- 
lected a  maximum  based  on  twice  the  total  of  the  OAS  and  maximum  CPP  for 
the  year  in  which  the  tax  credit  is  claimed.   (All  figures  are  rounded.) 

Calculation  of  the  Maximum  Protected  Level  1978 
OAS  $1,903 

CPP  2,333 

$4,236  x  2  =  $8,472 

The  Inflation  Tax  Credit  would  then  be  calculated  as  follows: 

Single  Person  Age  68  in  1978 
Total  incone : 

OAS  $1,903 

CPP  2,333 

Employment  pension  6,000 

RRSP  annuity  4,000     $14,236 

Eligible  Income 

Employment  pension  6,000 

RRSP  annuity  4,000   A.  10,000 

Maximun^  Eligible  for  ITC 

Lesser  of  A  and  $8,472  less  Federal  and  Ontario    8,472 
incone  tax  on  $8,472  at  the  taxpayer's 

marginal  rate,  say,  31.25  per  cent.  2,650 

$5,822 
(Tax  is  deducted  since  it  is  the  purchasing  power 
of  net  disposable  income  v^ich  is  to  be  protected.) 
Amount  Eligible  for  Inflation  Tax  Credit  $5,822 

times  inflation  rate  for  1978,  say  .09 

Inflation  Tax  Credit  to  be  applied  as  a  credit 
against  any  incone  tax  payable  with  any  credit 
balance  to  be  refunded  as  an  incone  tax  refund    $  524 
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The  effect  of  the  credit  is  to  put  $524  back  into  the  taxpayer's  pocket, 
thus  maintaining  the  purchasing  power  together  with  the  fully  indexed 
government  plans  of  $8,472  of  incone  less  any  incane  tax  payable  in  the 
ordinary  course.  The  Inflation  Tax  Credit  would  be  cumulative  from  age 
68.  For  example,  in  1979  the  ITC  would  be  calculated  as  follcv/s: 

Single  Person  Age  69  in  1979 

Maximum  Protected  Level 

OAS  $2,006 
CPP  2,616 

$4,622  x  2  =  $9,244 

Total  Incone 

OAS  2,006 

CPP  2,542 

Eirployment  pension  6,000 

ERSP  annuity  4,000 

1978   ITC  524  $15,072 

1978  ITC  is  added  to  be  eligible  for  credit  and  subject  to  incone  tax  as 
would  increased  payments  fron  any  indexed  pension. 

Eligible  Income 

Employment  pension  $6,000 

RESP  annuity  4,000 

ITC  1978  524       A.    $10,524 

Maximum  Eligible  for  ITC 

Lesser  of  A  and  $9,244  9,244 

Less  income  tax  on  $9,244,   say  2,725 

AiTOunt  Eligible  for  ITC 

X  cumulative  inflation  rate  6,519 

.09  for  1978  +  .09  for  1978  =  18  per  cent  .18 

Inflation  Tax  Credit  $  1,173 

The  same  calculation  with  a  changing  maximum  level  eligible  for 
protection  and  changes  in  actual  inflation  rates  would  continue  until 
the  death  of  the  taxpayer.  If  at  death  there  v«re  a  derivative  survivor 
pension  or  annuity,  the  amount  of  the  survivor  tenefit  would  be  eligible 
for  the  ITC  regardless  of  the  age  of  the  survivor. 

In  the  examples  we  have  shown  how  the  credit  might  work  to  provide 
a  measure  of  inflation  protection  above  v^at  is  already  fully  indexed  by 
the  government  and  below  a  level  of  incone  v\^ere  a  person  may  reasonably 
be  expected  to  bear  the  full  burden  of  inflation.  This  would  provide 
sane  incentive  to  the  individual  to  provide  some  additional  retirement 
incone  beyond  what  is  offered  through  government  programs  with  the 
assurance  that  it  wDuld  retain  some  measure  of  its  original  purchasing 
power. 
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Some  Areas  of  Criticism 

1.  Ihe  Inflation  Tax  Credit  and  the  Married  Person 

We  propose  that  there  be  no  difference  in  the  maximum  level  to  be 
protected  as  between  single  and  married  people.  We  are  looking  at 
preservation  of  assets  and  incone  streams  saved  during  the  wDrking  life 
of  an  individual  regardless  of  marital  status.  GIS  and  GAINS  reflect 
marital  status  because  they  are  geared  to  subsistence  needs  vi^ere  the 
support  of  two  persons  on  one  income  will  not  achieve  the  social  goal. 
Tne  Inflation  Tax  Credit  has  a  different  goal,  the  encouragement  of 
individual  incentive  to  save.  If  both  husband  and  wife  have  eligible 
income  to  which  the  ITC  could  apply,  they  should  both  be  entitled  to 
claim  the  credit.  There  may  be  a  slight  increase  in  the  credit  for  the 
married  person  whose  spouse  has  no  income  above  that  for  a  single  person 
because  the  deduction  for  incone  tax  to  determine  the  eligible  income 
for  the  married  person  will  be   less. 

2.  Limits  on  Those  Entitled  to  Protection 

As  the  examples  are  constructed  the  retirement  incone  of  even  those 
at  very  high  levels  of  retirement  incone  would  be  protected,  although 
the  deduction  of  the  taxable  portion  of  eligible  income  at  marginal 
rates  provides  some  reduction.  It  would  be  reasonable,  however,  to  make 
those  above  a  certain  level  determined  by  a  multiple  of  the  protected 
level,  for  example,  say  2  or  3  times  the  total  income,  ineligible  for 
any  part  of  the  Inflation  Tax  Credit. 

3.  Interest  and  Dividends  INbt  Protected 

In  the  example,  incone  fron  interest  and  dividends  is  not  eligible 
for  the  credit.  It  may  be  argued  that  if  a  person  has  purchased  a  house 
to  provide  incone  in  retirement,  has  sold  the  house  and  now  receives 
mortgage  interest  from  it  or  has  invested  the  capital  in  stocks  and 
bonds  that  this  income  also  has  the  character  of  retirement  income  and 
should  be  protected.  Such  income  up  to  $1,000  is  currently  tax-exempt 
at  any  age.  Perhaps  this  deduction  should  be  indexed  to  inflation 
for  those  68  and  over.  The  deduction  should  probably  be  waived  as  a 
condition  for  eligibility  to  claim  the  ITC  on  such  incone. 

4.  Time  for  Eligibility 

We  have  adopted  age  68  as  the  conmencement  point  for  the  Inflation 
Tax  Credit.  Eligibility  should  not  start  before  retirement;  hence, 
earned  incone  in  tlie  year  for  which  the  credit  is  claimed  should  not 
exceed  the  basic  personal  income  tax  exemption.  It  should  not  start 
before  age  65,  since  otherwise  it  might  provide  an  undesirable  incentive 
for  early  retirement. 
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5.  Time  of  Payment 

Refundable  tax  credits,  designed  to  assist  those  at  lower  income 
levels,  are  often  criticized  if  payments  are  made  after  the  year  in 
which  they  are  earned;  e.g.,  Ontario  Tax  Credits  are  paid  through  a  tax 
return  filed  after  the  calendar  year  end.  Ihis  is  not  a  problem  in  the 
same  degree  for  Inflation  Tax  Credit  since  the  protection  is  being  given 
to  those  above  tlie  levels  v^tiere  payments  on  a  current  basis  might  be 
considered  indispensable. 

6.  Double  Indexing 

Should  an  employer  pension  already  indexed  be  eligible  for  the  ITC? 
In  view  of  the  limited  band  of  inccsne  v*e  propose  snould  be  protected,  we 
cannot  reconmend  the  abolition  of  all  indexing  or  adjustments  in  order 
to  avoid  the  double  indexing  problem. 

Summary 

If  basic  needs  are  protected  through  the  government  programs  by 
full  indexing  to  the  Consumer  Price  Index  (OAS,  CIS  and  CPP )  and  if 
individual  saving  for  retirement  is  encouraged  through  the  protection  of 
income  above  the  government  benefit  levels  to  a  suitable  degree,  through 
an  Inflation  Tax  Credit  or  some  other  means  of  universal  application,  we 
believe  that  the  problem  of  inflation  is  sufficiently  answered.  The 
fully  indexed  pensions  of  government  employees  are  certainly  main- 
taining pension  purchasing  power,  but  the  need  for  such  maintenance  is 
questionable  and  in  terms  of  cost  to  the  taxpayer  and  the  benefit  to 
only  one  group  is  not  justifiable.  We  believe  that  pressure  will  and 
should  be  brought  to  tear  to  equalize  the  position  of  government  and 
private  sector  employees.  If  the  issue  of  inflation  is  dealt  with  in  a 
reasonable  way  to  afford  some  protection,  employers,  government  and 
private  alike,  would  then  be  free  to  attack  the  much  more  important 
question  of  adequate  pensions  at  retirement  through  improvements  in 
basic  pensions. 

Tnroughout  this  chapter  we  have  emphasized  the  narrow  scope  of 
the  indexing  debate,  and  it  is  on  this  ground  that  the  Commission  has 
rejected  any  proposal  to  legislate  inflation  protection  for  pension 
plans.  The  tax  system,  which  is  eminently  designed  to  deal  with  incone- 
related  matters,  is  the  logical  place  to  turn  for  an  equitable  answer  to 
a  problan  v\^ich  affects  all  segments  of  society. 
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NOTES 

(1)  Consumer  Survey  (Volume  VIII),  questions  19a,  e.   The  report  notes 
that  there  may  have  been  an  "asked  first"  bias  in  the  response 
that  indexing  should  be  paid  from  general  taxes  for  government 
programs. 

(2)  Arthur    Donner    and    Fred   Lazar,    "Private    Pensions   and    Indexing,"    in 
Volume    IX  of   the    Commission's    Report. 

(3)  Ibid. 

(4)  Ibid. 

(5)  Ibid. 

(6)  Ibid. 

(7)  Brief  175.   Note  that  Revenue  Canada  rules  prevent  averaging  on 
less  than  three  years. 

(8)  Statistics  Canada,  Vital  Statistics,  Vol.  Ill,  Deaths  1975, 

Cat.  84-006,  Table  2,  p.  2.   Average  life  expectancy  at  65  for  men 
is  13.72  years  and  for  women,  17.47  years. 

(9)  See  e.g.,  Geoffrey  N.  Calvert,  Pensions  and  Survival,  pp.  68-72. 

(10)  Consumer  Survey  Report,  Question  8c. 

(11)  For  a  discussion  of  whether  or  not  indexing  is  inflationary  see 
Donner  and  Lazar,  "Private  Pensions  and  Indexing,"  in  Volume  IX. 

( 12 )  Canada  Pension  Plan  Statutory  Actuarial  Report  No.  6  as  at 
December  31,  1977,  pp.  36,  37. 

(13)  James  E.  Pesando,  "The  Indexing  of  Private  Pensions:   An 
Economist's  Perspective  on  the  Current  Debate."  Toronto,  1978, 
p .  2. 

(14)  With  the  changes  in  the  1974  Urban  Family  Expenditure  Survey  this 
criticism  has  been  largely  met. 

(15)  Extract  from  a  letter  to  the  Royal  Commission  dated  June  13,  1978 
from  the  Department  of  Employment,  Parliamentary  Under  Secretary 
of  State,  U.K. 

(16)  FEI  Report  on  Survey  of  Pension  Plans  in  Canada,  Toronto,  1978, 

p.  3.   See  also  Charles  A.  Kench  and  Associates  Ltd.,  The  Employee 
Benefits  Survey  1978. 

(17)  Keith  Cooper  and  Colin  Mills,  Canada  at  the  Pension  Crossroads, 
New  York:   Financial  Executives  Research  Foundation,  1978, 
Appendix  F. 

(18)  Statistics  Canada,  Pension  Plans  in  Canada,  1978,  Cat.  74-401. 

(19)  The  CPP  retirement  benefit  is  based  on  the  YMPE  which  currently 
increases  at  12  1/2  per  cent  annually  until  it  equals  the  Average 

Industrial  Wage. 

(20)  YMCA  Toronto,  Brief  150. 
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(21)  James   Pesando,    The   Indexing   of   Private  Pensions:       Separating  Fact 
from  Fancy   in    the  Current  Debate,    (monograph)    p.     12   and   following. 

(22)  For   a    full    critique   of    the    indexed   bond  proposal    see    Donner   and 
Lazar,    "Private    Pensions   and    Indexing,"    in   Volume    IX. 

(23)  Pesando,     Indexing,    pp.     13   and    14. 

(24)  Ibid.,    p.     15. 

(25)  Donner    and    Lazar,    "Private    Pensions   and    Indexing,"    in   Volume    IX. 

(26)  Pension   Policy    Statement,     1978,    attached    to    Brief    304,    Canadian 
Labour    Congress.       See    also    Brief    239,    United    Steelworkers  of 
America   and    Brief    221,    Ontario    Federation  of    Labour. 

(27)  Unofficial    translation   by   the    Pension   Commission  of    Ontario. 

(28)  Report   of    The    Industrial    Inquiry   Commission   into    Canadian    Railway 
Pension   Plans,    September    1976,    Dr.    Noel    A.    Hall,    p.     121. 

(29)  It    has   been    suggested    that   the    rate   of    interest    for   valuation  of 
annuities  be    set   by   the   Pension   Commission   of    Ontario   at,    say, 
4-1/2   per   cent.       See   also:      Brief   #213,    Johnson   &    Higgins  Willis 
Faber   Ltd.;    and    Cofirentes   report. 

(30)  See    James    E.    Pesando,    Private  Pensions   in   an   Inflationary  Climate: 
Limitations   and  Policy  Alternatives,    Ottawa:      Economic    Council    of 
Canada,     1979. 

(31  )       Ibid.,    p.    71. 

(32)  For  a  discussion  of  "negative  excess  interest"  and  a  critique  of 
real  rate  of  return  funding  see  Donner  and  Lazar,  "Private 
Pensions  and  Indexing,"  in  Volume  IX. 

(33)  Pesando,  Private  Pensions  in  an  Inflationary  Climate,  p.  68. 

(34)  The  Superannuation  Adjustment  Benefits  Act,  1975,  (S.O.  1975, 
c.  82),  section  13(2). 

(35)  For  a  general  discussion  of  negative  income  tax  see  Chapter  14 
(Government  Regulation  -  Taxation);  also  Canada  Department  of 
Finance,  Integration  of  Social  Program  Payments  into  the  Income 
Tax  System  (monograph) ,  Novonber,  1978.   Income  tax  jurisdiction 
is  both  federal  and  provincial;  it  is  suggested  here  that  Ontario 
seek  the  necessary  changes  in  tax  agreements  to  provide  for  an 
inflation  tax  credit. 
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Chapter  11 


Additional  Limitations  of  Pension  Plan  Design 


INTRODUCTION 

In  the  preceding  chapters  we  have  discussed  some  of  the  broad 
problems  related  to  employment  pensions:  lack  of  universal  coverage, 
loss  of  entitlement,  defects  in  the  structure  for  assuring  payment  of 
the  pension,  and  the  effects  of  inflation.  This  chapter  deals  with 
inportant  problems  which  arise  from  the  basic  design  of  many  pension 
plans.  Each  of  these  problenis  -  defined  benefit  design,  form  of  bene- 
fit, survivor  iDenefits,  and  integration  with  government  programs  - 
involves  a  feature  developed  for  a  specific  purpose.  In  achieving  that 
purpose,  however,  the  technique  or  method  creates  certain  inequities 
which,  if  possible,  should  be  remedied.  In  this  phase  of  its  work  the 
Conmission  has  encountered  some  particularly  difficult  questions  involv- 
ing social  purpose,  individual  claims,  and  how  these  may  be  reconciled. 


THE  DEFINED  BENEFIT  PLAN 

Defined  benefit  plans  in  various  forms  cover  92.3  per  cent  of  mem- 
bers of  employment  pension  plans  in  Ontario. (1)  Most  of  the  large  plans 
are  of  this  type.  The  benefit  formula,  as  described  in  Chapter  7,  may 
be  a  flat  benefit  per  year  of  service  or  one  based  on  average  earnings  - 
career  earnings,  or  earnings  in  the  final  years  of  participation. 

Throughout  the  briefs  submitted  to  the  Commission  and  in  public 
hearings,  criticism  of  existing  pension  arrangements  has  been  focused  on 
problems  inherent  in  the  defined  benefit  design.  While  it  may  be  that 
a  pension  of  2  per  cent  of  final  earnings  per  year  of  service  is  ade- 
quate for  the  employee  v^io  stays  with  the  same  employer  for  thirty-five 
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years,    it  appears  that  the  design  of  such  plans   is  not  responsive  to  the 
everyday  situations  of  most  Ontario  workers. 

Mobility  of  Labour 

Given  the  reality  of  a  mobile  labour  force,  the  lack  of  immediate 
vesting  is  a  serious  and  obvious  defect  in  all  pension  plans.  Even 
with  vesting,  however,  a  loss  of  potential  pension  occurs  each  time 
a  person  changes  employers.  The  amount  vested,  regardless  of  the 
plan  type,  is  determined  by  conditions  at  the  time  of  termination;  it 
will  not  be  increased  by  virtue  of  subsequent  salary  increases  or  plan 
inprovements.  Interest  continues  to  operate,  whether  to  provide  a 
specific  benefit  amount  (as  in  a  defined  benefit  plan)  or  to  add  to 
the  individual  account  that  will  buy  an  annuity  at  retirement  (the 
money-purchase  method).  In  either  case,  however,  inflation  will  reduce 
the  purchasing  power  of  the  eventual  pension  -  most  obviously  in  the 
case  of  a  defined  benefit  but  still  seriously  in  a  money-purchase  plan 
unless  its  investment  experience  is  unusually  favourable.  Defined 
benefits  are  visibily  outdated  by  inflation:  for  example,  a  deferred 
pension  of  $50  a  month  established  in  1971  would  have  a  "real"  value  of 
only  $25  by  the  end  of  1979. 

Let  us  look  at  what  happens  in  a  contributory  defined  benefit  plan 
with  a  final  average  benefit  formula: 

Worker  A,  age  30,  joins  enployer  X's  contributory  defined  benefit 
plan.  The  worker  contributes  5  per  cent  of  earnings  towards  a  pension 
promised  at  age  65  equal  to  2  per  cent  of  salary  for  the  best  five  years 
of  service  times  years  of  service.  Thirty-five  years  later,  the  worker 
retires  fran  the  onployment  of  employer  X  v;ith  integrated  government 
and  employer  pensions  equal  to  70  per  cent  of  pre-retirement  earnings 
(although  less  than  70  per  cent  of  the  last  year's  earnings). 

Worker  B,  age  30,  joins  enployer  X's  plan  with  the  same  pension  ex- 
pectation as  Worker  A.  At  age  35,  B's  job  becones  redundant.  Employer 
X  refunds  B's  five  years  of  contributions  plus  interest  at  4  per  cent 
per  annum.  B  goes  to  work  for  employer  Y  whose  pension  plan  has  the 
same  benefit  formula  as  employer  X's.  B  stays  with  employer  Y  for  9 
years.  When  employer  Y  wants  to  move  B's  job  location,  B's  spouse 
objects  and  B,  now  44,  looks  for  other  eiiployment.  Employer  Y  refunds 
B's  9  years  of  contributions  with  no  interest  (as  none  is  required 
to  be  paid  under  the  plan).  B  joins  employer  Z  and  finds  a  defined 
benefit  plan  with  the  same  benefit  formula  as  that  of  the  first  two 
employers.  This  time  B  remains  until  reaching  65,  retiring  with  a 
pension  calculated  as  2  per  cent  of  the  best  five  years  of  service  with 
enployer  Z  times  20  years.  When  integrated  with  government  pensions, 
B's  income  nay  be  about  50  per  cent  of  pre-retirement  earnings. 

Worker  A  and  wJorker  B  have  both  been  diligent  workers  over  a  35 
year  span.     Under  the  same  system  A  receives  a  "70  per  cent"  pension.     B 
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receives  a  "50  per  cent"  pension  plus  whatever  the  returned  contribu- 
tions invested  at  current  rates  over  the  period  might  buy  in  the  form  of 
an  annuity  at  age  65.  Time  alone,  however,  prevents  compounded  interest 
from  increasing  B's  total  monthly  income  to  that  provided  A  by  his 
pension.  Who  has  failed.  Worker  B  or  the  "system?" 

The  difference  in  results  for  Workers  A  and  B  arises  in  three  ways: 

1.  The  present  vesting  rule  of  45  and  10  did  not  protect  B  so  that 
his  contributions  could  remain  in  tlie  pension  plans  of  Employer 
X  and  Employer  Y  and  provide  him  with  a  pension  at  age  65;  but 
even  if  it  had,  B  would  have  been  entitled  only  to  the  amount 
of  pension  his  cwn  and  the  eitployer's  contributions  would  have 
purchased  at  the  time  of  his  termination  of  employment.  At  the 
age  he  had  attained  on  each  termination  it  is  highly  unlikely 
the  employer  would  have  had  to  contribute  much  if  anything 
toward  the  purchase  of  his  accrued  pension.  In  any  case,  the 
accrued  pension  would  have  been  calculated  on  the  best  5  years' 
salary  for  his  periods  of  enployment  with  employers  X  and  Y, 
not  on  the  higher  salary  tase  he  could  normally  expect  toward 
the  end  of  his  working  career. 

2.  Each  of  employers  X,  Y,  and  Z  has  honoured  the  commitment  under 
the  terms  of  the  pension  plan.  Even  if  B  invested  all  of  the 
returned  contributions  fror.  Employer  X  and  Y  in  conventional 
investments,  the  lack  of  any  employer  contributions  and  the 
time  lost  for  compounding  interest  would  prevent  B  from  equal- 
ling A's  position  at  retirement. 

3.  What  happened  to  the  interest  Employer  X  and  Employer  Y  earned 
on  B's  contributions?  If  Employer  X  earned  6  per  cent  a  year 
on  his  fund  but  paid  B  interest  at  only  4  per  cent,  the  differ- 
ence remained  in  the  pension  fund  and  was  used  by  Employer  X 
to  pay  for  the  pensions  of  other  employees.  In  the  case  of 
Enployer  Y,  all  interest  earnings  on  B's  contributions  remained 
in  the  pension  fund  to  reduce  the  overall  cost  to  the  employer. 

One  justification  for  these  differences  is  that  defined  benefit 
plans  were  designed  primarily  to  benefit  the  long-service  employee,  and 
this  fact  is  known  to  the  employee  who  accepts  a  job  with  an  employer 
having  such  a  plan.  But  can  it  realistically  be  said  that  the  pension 
plan  is  subject  to  negotiation  between  the  employer  and  the  individual 
eitployee?  In  the  labour  market  the  job  seeker  must  take  the  pension 
plan  as  he  finds  it  even  if  he  expects  to  remain  only  for  a  short  time. 
If  we  accept  the  long-service  rationale,  then  the  employee  is  deemed 
to  assume  the  risk  of  not  remaining  with  the  employer  to  retirement, 
and  v/ith  it  the  principle  of  pooled  funding  whereby  those  who  remain 
to  retirement  receive  the  benefits  accruing  to  the  fund  from  those 
employees  v^o  die  or  terminate  employment  before  retirement  or  before 
their  benefits  are  vested. 
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The  job  history  review  in  the  COnsuiiier  Survey  discussed  previously 
shows  the  reality  of  the  job  market  for  workers  in  Ontario.  Table  7  of 
the  Consumer  Survey  gives  a  breakdown  for  job  mobility  by  age  group 
which  shows,  for  exanple,  that  even  after  three  jobs  only  25  per  cent  in 
the  35-54  age  group  did  not  change  jobs  again;  and  even  after  six  jobs 
only  45  per  cent  did  not  move  again.  The  average  duration  of  jobs  held 
for  those  now  aged  55  and  over  was  only  9.22  years.  Even  allowing  for 
the  large  number  of  wanen  who  return  late  to  the  work-force  and  whose 
short  periods  of  service  would  reduce  the  average  duration  for  this 
group,  it  is  clear  that  few  could  have  conformed  to  the  career  pattern 
for  which  defined  benefit  plans  are  designed. 

Labour  mobility  is  a  fact  of  life  in  Ontario  and  it  is  not  confined 
to  tlie  young  employees.  While  the  restlessness  of  the  early  1970s  may 
have  had  a  narked  effect  en  job  tenure,  there  appears  to  be  a  long-term 
departure  frcxn  the  once-prevailing  pattern  of  a  lifetime  career  with  one 
enployer. 

Therefore  it  seems  questionable  to  support  through  the  tax  system  a 
plan  design  which  benefits  fully  cnly  long-service  employees  and  which 
(by  default)  prevents  short-service  anployees  from  receiving  adequate 
pensions.  Every  short-service  employee  under  these  plans  is  a  potential 
recipient  of  government  assistance  after  retirement  since,  despite  the 
care  with  which  the  person  may  plan  for  future  retirement,  there  is 
little  hope  of  achieving  a  work  pattern  that  will  yield  the  optimum 
pension  under  a  defined  benefit  plan.  Women  especially  are  at  a  disad- 
vantage. Their  careers  usually  are  broken  either  for  raising  children 
or  for  the  care  of  the  household,  including  aged  relatives.  The  break 
in  enployment  most  often  occurs  around  age  25  -  before  she  has  accrued 
any  vested  pension  credits,  except  CPP  -  and  ends  in  the  late  thirties. 
Paid  employment  then  continues  to  age  65  or  until  her  husband  retires. 
Mean\*iile  the  wife's  work  pattern,  if  influenced  by  the  husband's,  is 
likely  to  be  intermittent.  And,  where  the  husband's  pension  credits  may 
continue  if  his  employer  noves  him  to  anotlier  city,  his  wife  loses  tlie 
benefit  of  unbroken  service  in  any  plan  to  which  she  belongs.  With 
almost  50  per  cent  of  the  work-force  in  Ontario  now  made  up  of  women, 
the  inequitable  aspects  of  vesting  in  defined  benefit  plans  are  more 
visible  than  before;  although  the  rules  of  the  game  obviously  make  for 
very  few  "winners"  -  male  or  female. 

It  should  be  pointed  out  that  discontinuity  of  pensionable  service 
is  not  always  sinply  a  matter  of  moving  fran  plan  to  plan.  Our  illus- 
trations assumed  that  on  each  change  of  anployment  Worker  B  was  able  to 
enter  a  plan  with  the  same  benefit  formula.  But  if  the  next  employer 
had  no  pension  plan,  B  would  have  no  opportunity  to  accrue  credits 
during  several  years  of  work-life,  and  no  opportunity  to  make  up  for 
that  loss  in  a  later  period.  Thus,  the  ability  of  B  to  acquire  a  50  per 
cent  level  of  retirement  income  -  as  unsatisfactory  as  that  may  be  - 
depends  an  an  almost   ideal  assumption. 
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We  have  seen  in  a  previous  chapter  how  the  problems  arising  from 
breaks  in  pensionable  service  by  change  of  employers  cannot  be  cured 
even  by  immediate  vesting  or  reciprocal  transfer  arrangements.  Any 
attenpt  to  solve  the  service  problem  by  these  means  requires  elaborate 
mechanisms  v\^ich  in  turn  nxjst  be  regulated  by  government.  We  have  also 
seen  how,  even  with  immediate  vesting,  the  mobile  younger  worker  in  a 
career  average  plan  can  expect  the  vesting  rule  to  secure  only  his  own 
contributions.  Only  in  a  universal  plan  with  immediate  vesting  can 
continuity  of  pensionable  service  be  assured. 

Subsidies  Among  Plan  Members 

We  have  also  seen  how  broken  service  creates  age  and  service  in- 
equities, with  younger  and  short-service  employees  subsidizing  the  cost 
of  the  plan  to  the  benefit  of  the  older  and  longer  service  employees 
through  reduction  in  employer  costs.  Where  a  plan  pays  no  interest  or 
only  minimal  interest  on  refund  of  an  employee's  own  contributions,  it 
is  clear  to  employees  that  a  subsidy  is  involved  and  that  they  are 
paying  for  it. 

A  more  fundamental  problem  is  the  relationship  of  employee  and 
employer  contributions.  In  group  funding,  benefits  are  paid  fran  a  pool 
created  by  employer  contributions  and,  in  contributory  plans,  employee 
contributions.  Only  tlie  rate  of  employee  contributions  is  known  to  the 
members  in  a  typical  plan;  the  employer's  share  fluctuates  witli  dnanging 
total  costs  and  is  seldom  if  ever  communicated  to  tlie  employees .  Hence 
the  popular  belief  in  contributory  plans  that  the  employer  puts  in 
contributions  v^iich  itatch  those  of  the  employee.  In  a  defined  benefit 
plan  this  is  not  true  for  each  individual  or  for  the  group.  In  some 
circumstances  the  employer  will  pay  in  much  more  than  half  the  cost 
of  pension  for  an  individual  employee.  But  the  very  nature  of  group 
funding  makes  it  impossible  for  the  individual  to  know  vtiat  part  of  the 
cost  is  being  paid  for  by  him  or  her.  Tliis  means  that  the  employee  does 
not  know  either  thie  extent  of  the  subsidies  nor  the  true  cost  of  his  or 
her  benefit. 

Costs  in  a  defined  benefit  plan  are  primarily  those  associated  with 
immediate  pensions  rather  than  deferred  (vested)  pensions.  As  a  result, 
the  total  cost  and  its  distribution  among  employees  in  tlie  group  will  be 
affected  in  a  significant  way  by  a  change  in  the  rules  and  practice 
relating  to  retirement  age.  An  increasing  emphasis  on  early  retirement 
without  actuarial  reduction  of  accrued  benefits  leads  to  a  shift  in  cost 
from  the  younger  to  the  older  employees.  The  extent  and  rate  of  this 
shift  depend  on  v\^ether  such  "early"  retirement  is  entirely  voluntary 
and  v^^ether  the  older  QTiployee's  pension  prospects  (including  the  pres- 
ence or  absence  of  supplementation  in  the  form  of  indexing  or  bridging 
benefits  before  age  65)  are  sufficiently  attractive.  Nevertheless,  a 
policy  of  encouraging  early  retirement  is  certain  to  change  the  pattern 
of  internal  subsidization  to  the  disadvantage  of  all  short-service 
workers.     Those  now  in  the  younger  group  \^o  remain  until  retirement  may 
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expect  to  benefit  similarly  from  the  subsidy  process.  Unfortunately, 
the  younger  employee  has  no  assurance,  even  with  a  long-term  commitment 
to  the  same  job,  that  the  employer  and  the  pension  plan  will  remain 
in  business  long  enough  to  provide  the  promised  benefits.  If  the  plan 
is  wound  up,  active  employees  will  lose  all  rights  they  might  have 
had  to  early  retirement.  More  serious,  however,  is  the  reduction 
or  elimination  of  individual  entitlement  that  will  be  necessary  if 
the  plan  is  less  than  fully  funded.  Where  early  retirement  has  been 
utilized  extensively,  the  share  of  assets  available  to  cover  benefits 
for  non-vested  members  (and  in  some  cases  others)  may  be  virtually 
non-existent  when  the  plan  is  terminated.  In  that  event  many  employees 
will  find  there  is  nothing  left  of  their  "deferred  wages"  which  in 
effect  have  been  used  to  subsidize  pension  benefits  for  the  older  and 
longer-service  group. 

However  acceptable  the  objectives  and  techniques  involved  in  any 
particular  defined  benefit  plan  -  and  the  Commission  recognizes  that 
many  such  plans  are  a  product  of  mutual  agreement  through  collective 
bargaining  -  it  is  clear  that  the  cross-subsidies  inherent  in  the  design 
are  not  easy  to  reconcile  with  the  theory  that  pensions  are  deferred 
wages.  Certainly  the  notion  of  individual  equity  implicit  in  most 
briefs  received  by  the  Conmission  (in  effect,  "this  is  my  money")  is 
incorpatible  with  the  way  "my  money"  is  allocated  in  a  defined  benefit 
plan. 

Funding 

Perhaps  the  greatest  concern  engendered  by  the  defined  benefit 
design,  and  magnified  because  of  its  cumulative  aspect,  is  that  of 
funding  the  pension  pronise. 

Fran  the  detailed  discussion  in  Chapter  9  we  note  that  funding 
involves : 

1.  An  elaborate  actuarial  exercise,  starting  with  an  estimate  of 
the  amount  of  money  required  to  buy  the  premised  benefit  at  the 
time  it  becomes  payable,  and  converting  that  figure  to  present 
cost;  forecasts  must  be  made  for  interest  rates,  rates  of 
inflation,  mortality,  employee  terminations,  salary  increases, 
economic  conditions,  probable  retirement  ages,  and  any  other 
development  affecting  cost. 

2.  A  regulatory  framework  to  assess  the  adequacy  of  the  payments 
made  under  the  funding  method  selected  and  to  ensure  that 
adjustments  are  made  according  to  experience.  Supervisory 
issues  include  the  proper  valuation  of  the  assets  in  the  fund, 
and  the  suitability  of  actuarial  assumptions. 
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3.  Regulations  to  protect  enployees  who  terminate  membership  in 
the  plan  so  that  their  benefits  are  ensured  without  impairing 
the  rights  of  the  remaining  nembers. 

4.  Additional  calculation  of  the  funding  necessary  to  provide 
credits  for  past  service  with  the  employer  before  tlie  advent  of 
the  pension  plan. 

5.  New  projections  and  changes  in  tlie  funding  schedule  to  acccmno- 
date  benefit  improvements. 

6.  A  sophisticated  plan  of  financing,  susceptible  to  alterations 
which  may  reflect  short-run  concerns  of  the  employer  rather 
than  long-term  protection  for  the  employee  and  which  may  be 
incomprehensible  to  the  members  even  if  disclosed  to  tliem. 

With  all  the  expertise  committed  to  its  operation,  the  funding 
apparatus  seems  incapable  of  delivering  results  that  satisfy  any  reason- 
able criteria  of  reliability  and  public  acceptability.  It  is  not  only 
the  layman  who  is  sceptical  about  the  ways  in  v^^ich  the  pension  promise 
is  secured.  The  financial  community  frequently  warns  tliat  inflation  and 
poor  investment  performance  will  send  pension  costs  soaring  and  so 
threaten  the  viability  of  many  business  concerns.  Employers  may  seek 
cost  remedies  through  the  use  of  less  cautious  assumptions  and  methods 
in  setting  the  amount  of  their  pension  contributions.  And  employees 
caught  in  plant  closings  demand  government  intervention  v\tien  they  learn, 
as  sometimes  happens,  that  the  pension  fund  is  unable  to  provide  for  all 
the  benefits  its  nembers  have  been  premised. 

All  of  these  aspects  of  funding  taken  together  create  a  complex  and 
sometimes  incomprehensible  situation  v\^ich  seems  capable  of  resolution 
only  through  more  regulation  by  government  and  more  complexity.  The 
Commission  was  surprised  and  impressed  by  the  confusion  apparent  in 
the  minds  of  nnny  individuals  who  spoke  at  the  public  hearings,  and 
by  the  diversity  of  cpinion  expressed  by  those  with  expertise  in  the 
pension  field.  It  is  doubtful  that  any  degree  of  disclosure  alone  will 
succeed  in  quelling  the  fears  of  those  to  \^iom  the  pension  benefits  are 
promised . 

Time  for  Change 

Shortcomings  of  the  defined  benefit  plan  raise  an  overriding  ethi- 
cal question  which  the  Commission  believes  must  be  considered:  Should 
the  government,  v^^ich  is  committed  to  providing  a  climate  within  which 
individuals  can  save  for  retirement  permit,  by  incone  tax  incentives  and 
through  a  regulatory  structure,  the  continuance  of  a  pension  plan  design 
that  is  not  suited  to  the  circumstances  or  needs  of  most  of  the  working 
population? 
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If  the  average  vorker  in  Ontario  can  be  expected  to  have  at  least 
three  jobs  during  his  or  her  working  career,  there  can  be  no  justifica- 
tion for  allowing  or  forcing  that  worker  to  enter  a  pension  plan  whose 
formula  cannot  possibly  cperate  to  provide  hiin  or  her  with  the  "ideal" 
pension  which  it  purports  to  deliver.  On  entering  a  plan  the  worker,  as 
we  have  seen,  faces  all  the  consequences  of  its  implicit  subsidies  - 
including  the  very  real  possibility  of  never  earning  any  pension  rights 
at  all.  Further,  by  entering  into  such  a  plan  the  worker  is  precluded 
fron  choosing  any  alternative  arrangement  which  might  be  better  suited 
to  his  or  her  circumstances. 

When  designing  the  Canada  Pension  Plan,  the  federal  government 
chose  a  defined  benefit  structure  for  reasons  that  might  apply  equally 
to  plans  in  the  private  sector  -  primarily  the  ability  of  this  type  of 
plan  to  provide,  almost  iinmed lately,  the  desired  level  of  pension.  As  a 
direct  result  of  that  decision  the  CPP,  like  its  private  prototype,  is 
susceptible  to  the  criticism  that  is  not  properly  or  adequately  funded; 
and  that  it  involves  similar  internal  subsidies  among  groups  and  between 
generations  of  members.  Unlike  its  cousins,  however,  the  Canada  Pension 
Plan  is  a  government  program  and,  as  such,  will  be  solvent  as  long  as 
there  is  a  government  with  taxing  authority  to  raise  the  necessary 
revenue.  Its  benefits  are  virtually  universal  and  completely  portable, 
so  that  a  participant's  eventual  pension  is  assured  regardless  of  how 
many  job  changes  occur  during  the  person's  career.  For  these  reasons 
the  CPP  escapes  some  but  not  all  of  the  criticisms  made  here  concerning 
defined  benefit  plans  in  general. 

The  exanple  of  the  CPP  illustrates  a  very  real  advantage  of  the 
defined  benefit  design.  Through  various  subsidies  it  has  allowed  gov- 
ernment and  private  enployers  to  create  advantageous  levels  of  pensions 
in  reasonably  short  time  periods.  The  Canada  Pension  Plan  with  its 
commencement  of  full  payments  after  10  years  is  providing,  with  Old 
Age  Security,  a  firm  base  upon  which  individuals  can  make  their  own 
retirement  provision.  Employment  plans,  especially  those  with  final 
average  formulas,  have,  by  applying  the  group  principle,  provided  bet- 
ter pensions  for  some  employees,  particularly  in  a  climate  of  high 
inflation. 

Today,  however,  questions  are  being  raised  about  the  subsidies 
which  operate  within  employment  pension  plans,  as  betv/een  individ- 
uals and  groups,  /^art  from  the  funding  problems  already  discussed, 
subsidies  may  be  seen  as  equitable  or  inequitable  acording  to  one's 
perception  of  the  purpose  of  a  pension  plan  -  as  insurance  or  savings  - 
and  depending  in  part  on  whether  direct  employee  contributions  are 
required . 

If  a  pension  plan  is  regarded  as  insurance,  it  follows  that  con- 
tributions are  in  effect  premiums  paid  for  protection  against  the  risk 
of  incone  loss  due  to  retirement.  The  payout  will  occur  if  the  person 
lives  to  retirement  age,  and  its  overall  amount  will  depend  on  the 
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extent  of  loss:  the  specified  Kontlily  amount  multiplied  by  the  number 
of  mDnths  the  pension  is  collected.  As  with  any  insurance,  the  cost  is 
greatly  reduced  compared  with  that  of  a  plan  in  Vi^iich  everyone  receives 
a  benefit.  In  a  "pure"  pension  plan  (without  death  or  other  ancillary 
benefits)  those  who  die  before  retirement  receive  nothing;  for  them 
the  risk  simply  does  not  materialize.  Similarly,  the  retiree  who  dies 
a  few  months  after  the  pension  has  commenced  incurs  a  much  smaller 
loss  of  income  than  one  ^■iho  lives  to  age  85,  and  the  overall  insurance 
payout  is  correspondingly  smaller.  Subsidies  are  inherent  in  the  plan 
design,  in  the  sense  that  money  flows  fran  those  v^ho  suffer  little  or  no 
income  loss  to  those  v^o  incur  some  loss  -  that  is,  those  who  live  to 
retirement  age  and  beyond. 

Since  the  pooling  of  risk  is  widely  accepted  for  other  types  of 
protection  (life,  fire,  sickness,  etc.)  one  might  expect  it  to  be  appli- 
cable to  any  risk  \\i-iose  probability  and  therefore  cost  can  be  estimated 
within  reasonable  limits.  In  essence,  any  defined  benefit  pension  plan 
is  a  form  of  insurance.  That  is  no  less  true  of  plans  which  include 
such  non-pension  features  as  death  benefits  and  contribution  refunds; 
such  benefits  constitute  insurance  against  certain  non-pension  risks, 
and  their  cost  is  taken  into  account  wi:ien  contributions  are  determined. 
Tne  Canada  Pension  Plan  offers  perhaps  the  most  clear-cut  example  of 
pension  "insurance,"  and  one  in  v\^ich  coverage  is  continuous. 

In  enployment  pension  plans  on  the  other  hand,  the  insurance  prin- 
ciple is  considerably  obscured  by  interruptions  in  coverage,  termination 
of  enployment,  and  refunds  of  premiums.  Where  vesting  rules  apply,  pre- 
miums are  held  in  the  pool  to  support  coverage;  but  the  value  as  we  have 
seen  is  not  always  apparent  to  tiie  person  whose  contributions  are  locked 
in.  When  real  inequities  are  added  to  the  understandable  reluctance  of 
younger  employees  to  give  up  present  incane  for  an  uncertain  and  distant 
retirement,  it  is  hardly  surprising  that  pension  contributions  are  often 
regarded  as  personal  savings  rather  than  insurance  premiums.  Conse- 
quently, the  individual  nember  is  not  willing  to  accept  the  corollary 
of  any  insurance  scheme:  that  there  must  be  some  restriction  on  the 
individual's  entitlement  to  "his  own  money"  so  that  benefits  can  be 
paid  to  those  for  whom  the  risk  has  in  fact  materialized.  Even  when  a 
plan  guarantees  a  full  return  of  personal  contributions  with  interest, 
employees  are  likely  to  look  for  a  similar  equity  arrangement  for  the 
enployer's  contributions  on  the  ground  that  they  are  deferred  wages.  In 
short,  there  is  a  tendency  to  reject  the  notion  of  subsidies  within  the 
group  -  and  that  means  a  rejection  of  the  insurance  principle  in  its 
entirety. 

The  E)efined  Contribution  Alternative 

While  the  defined  benefit  plan  is  based  on  the  insurance  principle, 
the  defined  contribution  or  money-purchase  plan  is  essentially  a  savings 
program  for  the  purpose  of  providing  incane  replacement  on  retirement. 
Instead  of  a  specific  amount  or  level  of  pension,  the  money-purchase 
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benefit  is  the  amount  of  annuity  which  the  accumulated  assets  will 
purchase  when  the  individual  retires.  Only  at  that  time  does  the 
insurance  principle  become  applicable:  the  assets  of  the  retiree  are 
then  pooled  with  those  of  other  annuitants  and  paid  out  in  the  same  way 
as  any  other  pensions.  Until  then,  group  pooling  in  tlie  insurance  sense 
does  not  occur,  except  that  the  member  has  the  advantage  of  shared 
administrative  costs  and  often  better  investment  returns  than  could  be 
obtained  independently.  Subsidization  occurs  only  to  the  extent  that 
the  non-vested  portion  of  a  terminating  enployee's  account  is  returned 
to  the  aiployer,  or  (in  some  plans)  allocated  to  the  accounts  of  the 
remaining  numbers.  In  the  absence  of  any  subsidy  from  other  members 
of  the  group,  the  individual's  own  accumulation  which  includes  the 
employer's  contributions  determines  the  eventual  benefit.  As  a  result, 
the  benefit  potential  for  a  irember  is  limited  by  the  time  available  for 
interest  to  accrue,  and  by  the  level  of  interest  rates  fran  time  to  time 
during  that  period. 

With  no  pooling  of  risk,  the  money-purchase  approach  clearly  cannot 
produce  a  desired  level  of  benefit  quickly.  In  reccgnmending  adoption  of 
a  mandatory  plan  based  on  defined  contributions  (Chapter  12)  the  Conmis- 
sion  explicitly  recognizes  that  the  plan  will  not  provide  significant 
amounts  of  retirement  pension  for  many  years.  That  single  disadvantage 
is  outweighed  in  the  Commission's  cpinion  by  the  avoidance  of  all  the 
funding  conplexities  inherent  in  the  defined  benefit  approach,  and  above 
all  by  the  way  in  v\^ich  the  mandatory  plan  premises  to  meet  the  evident 
public  desire  for  a  program  based  on  the  individual  account. 

Abolition  of  the  Defined  Benefit  Plan 

If  the  defined  benefit  plan  design  does  not  meet  the  needs  of  work- 
ers in  Ontario  then  different  designs  should  be  sought  and  encouraged . 
If  in  addition  the  defined  benefit  design  is  so  oanplex  in  its  cperation 
that  even  with  full  disclosure  an  employee  cannot  assess  the  advantages 
and  disadvantages,   should  the  design  be  oonpletely  discarded? 

The  whole  ^proach  of  the  individual  account  is  responsive  to  much 
of  the  current  social  philosophy.  Many  of  the  briefs  to  the  Commission 
advocated  a  switch  to  the  money-purchase  or  individual  account  approach, 
while  recognizing  that  for  some  the  defined  benefit  plan  would  provide  a 
better  benefit.  As  noted,  additional  support  can  be  found  for  the 
individual  account  in  the  concept  of  "deferred  wages"  which  sees  an 
entitlement  accruing  fran  day  to  day  as  wages  are  earned  rather  than 
springing  up  after  a  stipulated  length  of  service  has  been  completed. 
The  increasing  popularity  of  group  RP^Ps,  which  are  in  fact  individual 
accounts  under  common  administration,  indicates  a  desire  on  the  part  of 
employers  to  know  vvtiat  costs  will  be. 

On  the  other  hand  most  union  groups  reject  the  individual  account 
approach,  particularly  \^en  pensions  are  provided  on  a  non-contributory 
basis.        Union  policy   favours   non-contributory  plans   and   the  group 
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pooling  principle.  Other  groups  in  favour  of  the  defined  benefit  plan 
include  tliose  \*o  advocate  legislation  to  place  all  pension  plans  on  a 
final  earnings  basis  as  a  means  of  dealing  with  inflation  and  ensuring 
continuation  of  a  pre-retirement  standard  of  living  into  retirement. 

In  Brief  318  Mr.  Donald  Eastman  makes  a  lively  statement  of  his 
perceptions  of  the  individual  account  approach.  After  indicating 
that  he  is  in  a  profit  sharing  plan  to  which  he  and  his  employer  make 
contributions,  he  outlines  the  benefits  of  the  individual  account  as  he 
sees  tliem: 

"Personal  Benefits 

"I  know  exactly  ^ere  I  stand  on  my  retirement  funding.  I  don't 
have  to  worry  about  mether  there  will  be  enough  money  to  go  around 
when  it  comes  time  for  me  to  retire  and  there  is  no  concern  that  I 
will  be  'had'  by  overly  conservative  fund  management. 

"It  reduces  my  life  insurance  requirements.  In  the  event  of  my 
death,  the  money  in  my  retirement  account  is  available  to  my 
family. 

"It  provides  financial  flexibility  at  the  time  of  retirement.  I 
will  have  a  choice  of  retirement  vehicles  available  -  such  as  a 
variety  of  annuity  plans,  or  even  the  option  of  taking  some  in  cash 
if,  for  instance,  I  wished  to  purchase  a  retirement  home. 

"General  Benefits 

"It  makes  the  portability  of  retirement  funds  ridiculously  simple 
compared  to  the  complexities  involved  with  the  general  fund 
approach. 

"It  effectively  eliminates  the  problem  of  perceptual  inequity. 
Conparisons  are  autoretically  based  on  account  accumulations,  not 
on  something  as  deceptive  as  monthly  payments. 

"Discussions  and  bargaining  on  retirement  benefits  would  be  placed 
on  a  much  sounder  and  equitable  foundation  with  a  much  cleaner 
view  on  both  sides  of  the  oosts  and  tradeoffs  involved.  It  should 
eliminate  the  '30  and  out'  syndrane. 

"It  effectively  sidesteps  the  jungle  of  cost  of  living  increases. 
That  becones  something  for  the  retiree  to  determine  in  making  his 
choice  of  financial  vehicles  for  his  retirement  account  when  he 
reaches  retirement  age.  I'll  go  into  more  detail  on  cost  of  living 
increases  later,  but  for  the  moment,  let  me  point  out  that  given 
the  opportunity  our  financial  institutions  are  very  capable  at 
developing  special  instruments  to  meet  specific  needs. 
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"Given  the  funding,  or  lack  thereof,  of  the  Canada  Pension  Plan,  I 
have  some  serious  doubts  as  to  its  financial  viability  and  level  of 
payments  v^ien  I  reach  nominal  retiresnent  age.  Because  of  that,  it 
is  doubly  important  that  any  other  retirement  savings  be  fully 
secure . 

"I  am  a  sceptical  person,  and  have  limited  faith  in  the  ability 
of  actuaries  and  pension  fund  administrators  to  accurately  predict 
an  unpredictable  future.  Frankly,  I  feel  much  safer  with  the 
retirement  account  approach  than  with  general  group  retirement 
funding. " 

As  well  as  individuals  like  Mr.  Eastman,  representative  groups, 
such  as  the  Ontario  Advisory  Council  on  Senior  Citizens  and  the  Canadian 
Pension  Conference  supported  the  individual  account  principle  through  a 
mandatory,  contributory,  money-purchase  plan. 

By  eliminating  defined  benefit  plans  and  switching  to  a  money- 
purchase  approach  the  following  would  be  accorplished: 

1.  a  better  climate  for  earlier  and  ijnmediate  vesting; 

2.  for  the  enployer,  a  certainty  of  cost; 

3.  for  the  employee,  a  certainty  of  monies  credited  to  his  or  her 
account; 

4.  a  visible  amount  growing  with  years  to  retirement; 

5.  a  removal  of  unfunded  actuarial  liabilities  together  with  the 
elaborate  system  built  up  to  determine  them,  fund  them  and 
guarantee  the  solvency  of  the  plan; 

6.  a  reduction  in  the  cost  of  administering  plans. 

Seme  new  problem  areas  would  also  be  created  v^^ich  require  new  thinking: 

1.  a  plan  design  in  which  past  service  credits  cannot  be  readily 
provided.  However  with  the  defined  contribution  design  goes 
the  same  need  for  past  service  credits  viiich  can  affect  greatly 
the  ultimate  amount  of  the  pension  under  the  formula.  Income 
tax  rules  could  make  provision  for  additional  contributions  to 
an  individual  account  in  recognition  of  working  years  before 
the  account  was  established; 

2.  in  a  situation  vtiere  the  insurance  companies  will  have  more 
potential  business  in  the  sale  of  annuities,  steps  will  be 
needed  to  encourage  more  attractive  annuity  options; 
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3.  loss  of  ancillary  benefits  such  as  survivor  pensions  presently 
provided  on  a  non-actuarial  basis;  but  these  might  be  provided 
through  group  life  and  disability  insurance; 

4.  a  question  of  proper  employee  representation  in  investment 
decisions; 

5.  a  new  method  of  investment  in  private  capital  markets; 

6.  a  possible  new  role  for  the  Pension  Commission  of  Ontario 
oriented  to  the  concerns  of  the  individual  employee. 

Conclusion 

While  the  Commission  sees  good  reasons  for  a  change  from  the 
defined  benefit  design  to  the  defined  contribution  design  it  does  not 
recanmend  the  abolition  of  defined  benefit  plans.  It  recommends  the 
establishment  of  a  nendatory  plan  on  an  individual  account  basis  as  a 
savings  level  of  retirement  incone.  Beyond  this  level  the  Commission 
sees  the  defined  benefit  plan  operating  to  accommodate  the  needs  spe- 
cific to  particular  onployers  and  employees,  determined  in  the  collec- 
tive bargaining  process.  (2)  However  some  of  the  existing  inequities 
of  the  defined  benefit  design  must  be  eliminated  or  reduced,  whether 
or  not  the  mandatory  plan  is  established.  Reconmendations  to  this  end 
are  outlined  in  Chapters  8  and  12  as  well  as  in  the  balance  of  this 
chapter. 


FORM  OF  RETIREMENT  BENEFIT  -  THE  LIFE  ANNUITY 

Enployment  Pension  Plans 

Under  the  Ontario  Pension  Benefits  Act  the  benefits  vested  at 
termination  of  onployment  or  at  normal  retirement  age  must  be  taken  in 
the  form  of  a  life  annuity.  "Life  annuity"  is  defined  as  one  which: 
"continues  for  the  duration  of  the  life  of  the  annuitant,  v\^ether  or  not 
it  is  thereafter  continued  to  some  other  person."  A  "deferred  life 
annuity"  is  a  life  annuity  "that  commences  at  retirement  age  under  a 
pension  plan,  but  in  any  event  not  later  than  age  seventy  years. "(3) 

The  limitation  of  choice  in  the  form  of  benefit  reflects  the  con- 
cern of  tlie  legislature  that  pensions  in  fact  should  provide  replacement 
income  in  retirement.  Restrictions  for  Registered  Retirement  Savings 
Plans  under  the  Incone  Tax  Act  are  less  stringent. 

Registered  Retirement  Savings  Plans 

Writing  to  the  Trust  Companies  Association  of  Canada  in  January 
1976  in  response  to  a  submission  for  amended  conditions  for  Registered 
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Retirement  Savings  Plans,   Donald  S.   MacDonald,    then  Minister  of   Finance 
for  Canada  said: 

"...the  purpose  of  the  RRSP  is  the  same  today  as  it  was  when  the 
provisions  dealing  with  these  plans  were  placed  in  the  Income 
Tax  Act  a  number  of  years  ago  -  that  is  to  enable  self-employed 
people  and  those  with  inadequate  employee  pension  plans  to  build  up 
tax-  sheltered  savings  for  their  retirement  years,  putting  them  on 
the  same  footing  as  employees  covered  by  pension  plans. "(4) 

What  was  meant  by  the  "same  footing"  early  in  1976  is  not  clear 
because  at  that  time  RRSP  benefit  features  already  offered  a  cash-out 
provision  prior  to  the  seventy-first  birthday.  Such  cash-outs  were 
probably  intended  to  be  discouraged  by  treating  them  as  ordinary  incone, 
subject  to  tax  in  the  year  of  withdrawal;   but  the  cption  was  available. 

Since  that  time  the  Consumers  Association  of  Canada,  led  by  Thomas 
Delaney,  has  attacked  the  rigidity  of  the  RRSP  benefit  form  at  age 
71,  and  the  federal  government  has  amended  the  Income  Tax  Act  to  allow 
investment  in  a  Registered  Retirement  Income  Fund  and  term  certain 
annuities.  Now  Delaney  is  seeking  further  changes  tliat  would  allow  RRSP 
holders  more  control  of   their  accumulated  capital  after  age  71. 

The  Commission  received  a  nuinfcier  of  submissions  supporting  the  need 
for  more  flexible  choices  for  RIRSP  funds  at  maturity  based  on  three  main 
grounds : 

1.  the  individual  should  have  control  over  the  disposition  of  his 
or  her  own  funds; 

2.  the  individual  should  be  able  to  design  retirement  income 
according  to  his  or  her  particular  circumstances; 

3.  the  individual  should  not  be  forced  into  a  group  risk  pooling 
arrangement  v^ich  involves  subsidization  for  some  and  loss  of 
capital  for  others. 

Parallel  Between  IRRSPs  and  Enployment  Pension  Plans 

In  these  arguments  the  RRSP  is  seen  as  a  private  savings  vehicle. 
With  the  general  acceptance  of  the  deferred  wage  concept  the  same  idea 
of  individual  savings  is  likely  to  prevail  in  employment  pensions.  The 
Canadian  Life  Insurance  Association,  v^tiile  arguing  against  more  flexi- 
bility for  RRSPs,  has  pointed  out  dangers  in  the  existing  divergence 
created  by  locking-in  of  contributions  to  employment  pensions. 

"This  difference  in  requirements  has  already  caused  some  movement 
away  from  contributory  pension  plans  towards  a  combination  of  a 
group  RRSP  and  either  a  non-contributory  plan  with  smaller  pension 
benefits  or  a  deferred  profit  sharing  plan. 

267 


"If  the  pay-out  at  maturity  requirements  under  RRSP  legislation  are 
significantly  loosened,  in  ODnparison  to  pension  legislation,  the 
movement  noted  in  the  previous  paragraph  may  accelerate.  Al- 
ternatively, of  course,  there  may  be  pressure  to  loosen  pension 
requirements . " ( 5 ) 

Dominion  Foundries  and  Steel  Limited,  long  noted  for  its  profit- 
sharing  approach,  advocates  the  right  to  lump-sum  withdrawals  from  a 
pension  plan  at  retirement: 

"The  availability  of  cash  would  allow  many  to  invest  in  a  small 
business,  tlie  income  from  which  becomes,  in  effect,  an  indexed 
retirement  income  with  the  added  benefit  of  preserving  capital. 

"Governments  should  reassess  their  attitudes  which  try  to  protect 
the  individual,  fron  a  peril  that  is  perhaps  nonexistent,  at  the 
cost  of  limiting  an  individual's  freedom  to  deal  with  his  own 
assets  in  a  manner  that  most  suits  his  circumstance. "(6) 

It  is  interesting  to  note  that  Section  21(4)  of  the  Pension  Bene- 
fits Act  does  provide  on  termination  of  employment  the  option  of  a 
lump-sum  payment  of  up  to  25  per  cent  of  the  commuted  value  of  the 
deferred  life  annuity,  if  the  pension  plan  allows  it.  No  similar  option 
is  available  at  normal  retirement. 

In  the  Commission's  view  it  is  only  a  matter  of  time  before  the 
arguments  now  being  made  for  flexibility  of  benefits  under  the  RRSP 
will  be  extended  to  employment  pension  plans.  The  combined  effect  of 
inflation  on  pension  payouts  and  continuing  high  interest  rates  on 
personal  savings  will  lead  to  more  pressure  to  give  the  same  flexibility 
to  registered  pension  plans  that  RRSPs  now  enjoy. 

In  anticipating  this  argument  the  Commission  notes  first  that 
there  is  a  difference  between  IRRSPs  and  employment  pension  plans,  since 
in  the  I^RSP  all  of  the  monies  come  fron  the  owner's  own  contributions. 
(Exceptions  are  some  group  RRSPs  to  which  the  employer  contributes 
indirectly  by  augmenting  individual  contributions  at  source.)  In  the 
employment  pension  plan  a  portion  of  the  monies,  often  a  large  portion, 
canes  fron  the  employer,  v*io  therefore  assumes  a  right  to  control  the 
purpose  for  v\^ich  the  funds  are  used.  It  is  on  this  point  that  the 
deferred  wage  concept  will  be  brought  to  bear. 

Second,  the  government  uses  a  tax  incentive,  through  the  deduct- 
ibility of  contributions  to  RRSPs  and  employment  pension  plans,  to 
encourage  provision  for  retirement  income.  An  unlimited  freedom  of 
individual  choice  in  the  disposition  of  funds  so  accumulated  would 
destroy  the  purpose  of  the  tax  incentive. 

The  Commission  therefore  sees  the  answer  to  flexibility  of  benefits 
for  both  P^RSPs  and  employment  pension  plans  in  a  balancing  of  the  need 
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for  protection  in  retirement  and  the  need  for  individual  choice.  If 
the  Government  of  Ontario  adopts  the  proposed  mandatory  pension  plan, 
in  v^ich  the  form  of  benefit  at  retirement  is  a  life  annuity  only, 
the  way  can  be  opened  for  employers  to  remove  some  of  the  rigidities 
in  voluntary  employment  pension  plans.  If  however  the  Government  of 
Ontario  is  not  prepared  to  adopt  a  mandatory  scheme,  the  Commission 
would  not  favour  the  altering  of  the  form  of  benefit  now  required  for 
enployment  pension  plans,   except  to  include  the  reconmended  options. 

Inflation  and  the  Form  of  Benefit 

Tne  life  annuity  in  its  basic  form  is  not  adaptable  to  the  effects 
of  inflation.  The  usual  form  of  life  annuity  is  a  constant  monthly 
payment  frcm  conmencement  to  the  death  of  the  pensioner.  As  inflation 
reduces  the  purchasing  power  of  the  pension,  v\*iich  the  employer  is  not 
required  to  adjust,  the  recipient  can  see  that  the  rate  of  interest  on 
the  capital  v\*iich  purchased  the  annuity  is  rising  in  step  with  infla- 
tion; and  the  employer  or  insurance  ccfnpany  is  seen  as  making  money  at 
the  expense  of  the  pensioner. 

Pesando  proposes  to  remedy  this  situation  by  requiring  that  pension 
funds  and  annuities  be  funded  on  the  basis  of  a  "real"  rate  of  interest, 
such  as  3  per  cent.  The  excess  of  noninal  interest  above  the  real  rate 
would  then  be  available  first  to  increase  the  capital  available  out  of 
which  to  purchase  the  annuity  and  second  to  allow  the  monthly  annuity  to 
increase  with  increased  interest  earnings  on  the  capital  sum,  once  the 
annuity  had  been  purchased .( 7 ) 

For  reasons  given  in  Chapter  10  (Inflation)  the  Commission  does 
not  agree  that  pension  plans  should  be  funded  on  a  real  rate  of  return 
basis.  However  it  does  see  the  need  for  some  adjustment  to  pensions  in 
payment. 

Sane  alternatives  to  the  fixed  annuity  have  been  devised,  although 
they  may  not  be  offered  by  all  life  insurance  conpanies.  Three  types  of 
fluctuating  annuity  may  be  described  here  in  general  terms: 

Escalated  Annuity 

This  t^Tpe  of  annuity  provides  for  an  increase  in  the  monthly  pay- 
ment at  set  intervals  during  the  annuitant's  lifetime.  The  increase 
may  be  a  specific  amount  or  percentage.  For  example,  an  annuity  might 
pay  $100  a  month  in  the  first  5  years,  $125  a  month  in  tiie  next  five 
years,  and  $150  a  month  for  the  rest  of  the  annuitant's  life.  The 
purchaser  would  recognize  that  the  initial  payments  will  be  less  than  if 
a  constant  annuity  were  purchased;  the  particular  schedule  selected  - 
according  to  the  individual's  anticipation  of  increasing  needs  -  will 
reflect  an  actuarial  calculation  of  equivalent  values.  It  is  not 
possible  however  to  purchase  an  annuity  v^^ich  will  change  in  tandem  with 
the  Consumer  Price  Index  because  of  the  impossibility  of  forecasting  the 
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changes  to  allow  the  matching  of  investments  required  by  the  Department 
of  Insurance. 

Variable  Annuity 

This  annuity  produces  a  monthly  payment  which  fluctuates  (up  and 
down)  with  the  income  produced  by  a  specific  pool  of  assets.  Thus, 
if  interest  rates  increase  to  provide  more  income  than  estimated  when 
the  annuity  was  purchased,  the  annuitant  will  receive  an  increased 
monthly  payment.  Similarly  if  interest  rates  drop  below  the  original 
estimate  the  monthly  payment  will  decrease.  The  amount  will  also  be 
responsive  to  capital  gains  and  losses.  While  the  Teachers  Insurance 
and  Annuity  Association  pioneered  successfully  in  this  method  in  the 
United  States,  the  idea  does  not  appear  to  have  taken  hold  in  Canada. 
Perhaps  individuals  are  reluctant  to  enter  into  an  arrangement  in  which 
payments  may  decrease  while  their  living  costs  are  unlikely  to  move 
in  the  same  direction.  Queen's  University  uses  a  variable  annuity  for 
the  money-purchase  component  of  its  plan,  but  subject  to  a  minimum 
guarantee  on  a  defined  benefit  basis.  The  university  reports  (Brief 
227)  that:  "The  plan  so  far,  has  not  only  been  able  to  cover  all  antic- 
ipated liabilities  but,  with  a  reasonable  level  of  fund  performance, 
should,  in  the  future,  provide  some  protection  against  inflation  for 
pensioners. " 

Participating  Annuity 

A  participating  annuity  provides  a  guaranteed  monthly  payment 
amount,  but  also  gives  the  annuitant  the  benefit  of  fund  earnings  in 
excess  of  some  assumed  rate  of  return.  Investments  are  usually  of  the 
fixed  incane  type;  hence  it  is  feasible  to  share  gains  and  not  losses  - 
in  contrast  to  the  variable  annuity  which  is  ccmrrDnly  based  on  equities 
which  have  no  specified  maturity  value  or  interest  rate.  The  annuity  is 
funded  conservatively;  that  is,  the  initial  guaranteed  amount  will 
be  low  in  contrast  to  a  non-participating  annuity.  However  in  times 
of  rising  nominal  interest  rates  the  participating  annuity  provides 
sane  inflation  protection  for  retired  pensioners  in  the  same  way  as 
the  "excess  interest"  on  the  retired  lives  account  as  discussed  in 
Chapter  10.  In  both  variable  and  participating  annuities  the  annuitants 
may  benefit  fron  any  mortality  gains  of  the  fund,  that  is,  if  annuitants 
on  average  die  sooner  than  expected. 

The  Commission  is  of  the  opinion  that  the  person  entitled  to  a 
monthly  payment,  \Ahether  as  an  individual  annuitant  under  a  registered 
pension  plan  or  an  RRSP,  should  have  the  right  to  elect  a  form  of  annu- 
ity best  suited  to  individual  needs,  subject  to  survivor  spouse  options 
mentioned  below.  The  Commission  therefore  reconmends  that  the  Pension 
Benefits  Act  be  amended  to  require  the  pension  plan  to  offer  to  the 
member  at  retirement  a  pension  on  which  the  monthly  payment  amount 
may  vary  as  an  escalated  annuity  or  a  participating  annuity  where  the 
pension  plan  sponsor  chooses  to  buy  an  annuity  fron  an  insurance  conpany 
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to  satisfy  its  pension  obligation.  Where  the  pension  is  paid  out  of  a 
pension  fund  the  pensioner  should  have  the  option  of  a  participating 
annuity  as  recommended  in  Qiapter  10.  An  escalated  annuity  may  also  be 
offered  if  the  pension  plan  so  provides.  The  variable  annuity  should 
not  be  made  available  as  a  fonn  of  benefit  under  a  pension  plan  because 
of  the  lack  of  guarantee  of  a  basic  pension  payment. 

Tne  same  annuity  cptions  should  be  part  of  the  design  of  the  manda- 
tory plan.  Insurance  company  rates  would  have  to  be  monitored  to  ensure 
proper  minimum  guarantee  levels. 

A  change  in  the  form  of  benefit  along  these  lines  not  only  would 
serve  as  inflation  protection  but  would  satisfy  pensioners  that  addi- 
tional interest  earned  on  what  they  consider  to  be  their  capital  would 
be   benefiting  them  directly. (8) 

Wonen  and  the  Life  Annuity 

Because  pension  benefits  must  be  taken  in  the  form  of  lifetime 
payments,  life  expectancies  are  an  essential  element  in  calculating 
their  cost.  In  Canada  life  expectancies  for  females  at  age  65  exceed 
those  for  males  by  some  four  years.  Thus  the  total  cost  of  the  same 
pension  payable  to  a  woman  is  greater  than  that  for  a  man.  For  this 
reason  it  is  argued  that  women  are  not  being  discriminated  against  in 
the  higher  rate  for  annuities  purchased  under  defined  contribution 
(money-purchase)  pension  plans  and  RRSPs. 

The  Task  Force  on  Elnployee  Benefits  under  Part  X  of  the  Ontario 
Enployment  Standards  Act  decided  that  there  must  be  equality  in  dealing 
with  male  and  female  employees  either  for  cost  or  for  benefits  but  not 
both.  Thus  in  defined  benefit  plans  A,  a  wonan,  and  B,  a  man,  with  the 
same  work  history  and  salary  must  receive  the  same  monthly  benefit  in 
retirement.  The  cost  to  the  employer,  however,  will  be  greater  for  the 
woman  than  for  the  man  based  on  normal  life  expectancies.  Under  a 
defined  contribution  plan  the  employer  will  make  equal  contributions 
for  A  and  B,  but  at  retirement  A  will  receive  a  smaller  monthly  payment 
than  will  B.  Because  A  has  less  income  in  retirement  than  B,  it  is 
argued  that  the  woman  is  thereby  treated  as  a  second-class  citizen.  One 
means  of  resolving  the  dilemma  may  be  the  use  of  combined  or  "unisex" 
m^ortality  tables.  That  solution,  while  taking  into  account  the  same 
statistical  facts,  would  simply  disregard  the  sex  of  the  individual  when 
used  to  ccsnpute  the  cost  of  an  annuity  for  that  person.  Put  another 
way,  mortality  risks  would  become  "pooled"  for  all  members  of  the  group 
at  any  given  age,  and  the  male- female  differential  would  disappear  in 
the  average.  A  corollary  of  such  a  change  is  that  its  entire  cost, 
apart  fron  the  administrative  adjustments,  would  be  borne  by  future  male 
annuitants;  that  is,  the  increase  in  annuity  payments  for  wonen  would  be 
matched  by  a  decrease  in  annuity  payments  for  men. 
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Tne  Gcanmission  received  several  briefs  advocating  the  removal  of 
what  was  seen  as  discrimination  against  women  in  defined  contribution 
plans.  The  Ontario  Confederation  of  University  Faculty  Associations 
advanced  a  number  of  arguments  for  the  use  of  unisex  mortality  tables  in 
calculating  annuities.   First, 

"Women  should  not  be  disadvantaged  by  having  the  characteristics  of 
the  class  attributed  to  them  as  individuals.  This  applies  in 
insurance  as  well  as  in  other  employment-related  areas;  sharing  of 
risks  involved  should  be  within  the  class  of  all  those  insured  and 
not  restricted  by  sex." 

Secondly,  the  brief  points  out  that  the  criteria  of  "average  man" 
and  "average  woman"  are  not  acceptable  for  employers  when  hiring  work- 
ers, and  should  be  similarly  prohibited  in  the  determination  of  pen- 
sions. While  the  average  vvoman  may  live  longer  than  the  average  nan,  it 
is  a  fact  that  81  per  cent  of  male  deatlis  after  age  65  are  matched;  only 
9-1/2  per  cent  of  women  will  live  longer  than  the  matched  group.  From 
these  observations  it  is  argued  that: 

"Public  policy  onbodied  in  the  anti-discrimination  legislation 
requires  that  the  burden  of  supporting  the  9  1/2  per  cent  of 
the  population  v\^o  are  longer  lived  be  shared  by  the  entire 
population,  rather  than  putting  the  v^iole  burden  en  the  40  1/2 
per  cent  of  the  population  \^o  are  like  the  long-lived  group  in 
sex  but  not  in  longevity." 

Thirdly,  the  law  may  determine  what  splitting  of  the  population 
into  groups  for  insurance  rating  should  be  permitted.  Public  policy, 
embodied  in  the  law,  may  allow  some  forms  of  group  splitting  to  en- 
courage a  certain  type  of  behaviour.  For  example:  "charging  owners 
of  frame  houses  more  than  owners  of  brick  houses  for  fire  insurance 
encourages  the  choice  of  safer  building  material."  That  rationale  does 
not  apply,  however,  to  the  area  of  annuities: 

"But  there  is  no  desirable  behaviour  which  is  encouraged  by 
splitting  up  the  population  by  sex  and  charging  more  for  annui- 
ties for  voTien  than  for  men,  and  therefore  no  public  interest 
in  allowing  such  a  split.  On  the  contrary  splitting  the  popu- 
lation by  sex  for  pension  purposes  is  a  device  for  allowing 
employers  to  discriminate  against  women,  which  is  against 
public  policy. "(9) 

Tne  Commission  is  strongly  of  the  opinion  that  the  result  of  apply- 
ing separate  mortality  tables  for  annuity  purposes  is  unacceptable 
in  the  light  of  public  policy  today.  Therefore  it  is  unnecessary  to 
pass  judgment  on  the  validity  of  the  mortality  tables  now  in  use  or  to 
determine  the  extent  to  v^tiich  their  use  may  discriminate  against  women. 
(The  same  tables  produce  lower  life  insurance  premiums  for  women,  but  it 
is  questionable  v\^ether  this  practice  is  discrimination  against  men.  ) 
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Since  it  is  clearly  desirable  that  men  and  women  be  treated  equally  in 
the  purchase  of  annuities,  the  Commission  is  prepared  to  recommend  that 
unisex  mortality  tables  be  employed  as  the  basis  for  all  annuities 
provided  through  the  proposed  mandatory  pension  plan.  In  ttie  absence  of 
such  a  stipulation,  the  government- imposed  program  would  yield  sharply 
lower  monthly  payments  for  wcanen  than  for  men  with  the  same  history  of 
contributions  and  investment  earnings.  We  do  not  believe  that  result 
would  be  tolerated  in  any  scheme  that  is  required  by  law;  it  follows 
that  the  same  law  must  preclude  the  use  of  separate  male  and  female 
mortality  tables  for  any  purpose  connected  with  the  mandatory  plan. 

The  government  is  in  a  position,  through  its  control  of  annuity 
issuers  doing  business  in  Qitario,  to  require  conpanies  to  sell  annui- 
ties under  the  iiandatory  plan  on  a  unisex  basis,  with  no  discrimination 
against  women  in  the  proportion  of  annuities  sold.  To  avoid  annuities 
being  purchased  on  otlier  than  a  unisex  basis  there  would  have  to  be  a 
further  requirement  that  all  annuities  purchased  as  benefits  out  of  the 
mandatory  plan  would  have  to  be  purchased  fran  a  conpany  licensed  to  do 
business  in  Ontario.  If  in  time,  as  some  people  are  persuaded,  the 
stress  of  working  life  changes  mortality  patterns  so  that  the  gap  in 
life  expectancies  between  men  and  wcanen  narrows,  we  may  expect  a  trend 
to  the  use  of  unisex  tables  in  any  event. 

Meanwhile,  there  should  be  no  question  about  the  necessity  of 
equalizing  the  potential  benefit  for  men  and  women  in  any  government 
program.  Whether  unisex  mortality  and  annuity  rates  are  equally  essen- 
tial for  other  pension  arrangements  is  discussed  in  Chapter  16. 

Recommendations 

The  Canmission  therefore  reconroends  that: 

1.  Ihe  non-cotimutable  life  annuity  continue  as  the  basic  form  of 
benefit  for  employer  pension  plans. 

2.  The  Pension  Benefits  Act  be  amended  to  make  available  to  every 
plan  member  on  retirement  the  option  of  a  participating  annu- 
ity; and  in  addition,  v^here  the  annuity  is  to  be  obtained  from 
an  insurance  company,   the  option  of  an  escalating  annuity. 

3.  If  the  mandatory  plan  proposed  in  Chapter  12  is  adopted,  all 
issuers  of  annuities  be  required  to  calculate  annuity  values 
under  that  plan  without  regard  to  the  sex  of  the  annuitant  on 
the  basis  of  "unisex"  mortality  tables;  and  that  the  Elnployment 
Standards  Act  be  amended  as  required  to  permit  this  specific 
exception  to  the  rule  governing  sex  discrimination  in  defined 
contribution  pension  plans. 
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SURVIVOR  BENEFITS 

Those  vho  advocate  improved  survivor  benefits  in  employinent  pension 
plans  do  so  on  three  basic  grounds: 

First,  fron  the  traditional  position  of  assumed  need  in  which  the 
husband  is  seen  as  breadwinner  and  the  wife  as  dependent.  The  assump- 
tion is  that  if  the  worker  or  pensioner  dies  and  wages  or  pension  cease 
the  widow  v/ill  be  without  means  to  maintain  her  standard  of  living. 

Second,  fron  an  examination  of  average  incones  of  the  elderly,  the 
majority  of  v^^on  are  women  and  widowed.  The  assumption  is  that  these 
women  have  low  incones  because  survivor  benefits  are  inadequate. 

Third,  from  a  comparison  between  employment  pension  provisions  for 
survivors  in  the  public  sector,  v\^ere  a  50  per  cent  "widow's  pension"  is 
almost  universal,  and  the  private  sector,  v^iiere  only  a  minority  of  plans 
provide  any  survivor  benefit. 

In  view  of  the  changing  role  of  women,  the  traditional  assumptions 
of  dependency  will  bear  reconsideration.  To  an  increasing  extent  women 
-  whether  married  or  not  -  are  participating  fully  in  the  labour  force 
and,  v^tiere  dependency  exists,  are  not  necessarily  themselves  in  the 
dependent  role.  For  our  purposes,  however,  the  social  norms  of  the  past 
cannot  be  ignored.  Today's  elderly  and  a  great  many  of  those  now  in 
their  middle  years  established  their  life  and  work  pattern  at  a  time 
when  married  wDmen  generally  were  full-time  home-makers,  financially 
dependent  on  their  husbands.  As  a  result  we  find  in  many  retirement 
incone  arrangements  -  including  the  Canada  Pension  Plan  -  some  provi- 
sion for  continuity  of  income  to  the  surviving  spouse.  A  degree  of 
dependency  is  assumed  (now  for  widowers  as  well  as  widows)  from  the 
existence  of  a  married  relationship;  that  is,  the  death  of  the  pensioner 
or  annuitant  is  seen  as  giving  rise  to  a  need  for  income  replacement. 
That  this  assumption  is  well-founded  is  obvious,  whether  or  not  the 
incidence  of  complete  dependency  in  marriage  is  seen  to  have  decreased 
or  assumed  to  decrease  still  further  in  the  future. 

In  practice  the  conventional  approach  to  the  question  of  survivor- 
ship distinguishes  between  death  before  retirement  and  death  after  a 
pension  has  commenced.  While  some  plans  may  provide  identical  or  nearly 
identical  benefits  to  the  survivor  in  either  eventuality,  it  is  often 
the  case  that  the  act  of  retirement  is  seen  to  involve  a  greater  range 
of  choice  for  the  member  as  to  the  form  in  which  the  pension  will  be 
taken.  Before  retirement  the  possibility  of  death  is  likely  to  be 
regarded  simply  as  a  risk  to  be  covered  (if  at  all)  by  some  automatic 
form  of  benefit,  payable  without  any  prior  election  on  the  part  of  the 
employee.  In  the  following  discussion  we  shall  make  the  same  distinc- 
tion between  pre-retirement  and  post-retirement  death  benefits,  without 
however  approving  all  the  current  practices  hased  on  that  distinction. 
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DEATO  OF  EMPLOYEE  BEFORE  RETIREMENT 

A  variety  of  provisions  may  be  found  for  survivor  income  where  an 
employee  dies  before  retirement.  Table  1  shows  the  frequency  of  the 
different  types  in  the  public  and  private  sectors  for  the  years  1972, 
1976,  and  1978.  The  introduction  of  equality  requirements  under  the 
Employment  Standards  Act  has  renxsved  differences  in  treatment  of  male 
and  female  survivors,  although  the  term  "widow's  pension"  is  still  in 
canmon  use.  Where  the  term  "spouse"  is  used  in  the  text  it  refers  to 
"spouse"  as  defined  in  the  employment  pension  plan  under  v^iich  benefits 
are  to  be  paid. 

Fran  Table  1  we  see  that  the  prevalence  of  specific  pre-retirement 
death  benefits  changed  only  slightly  between  1972  and  1978.  Most 
notable  is  the  high  incidence  of  surviving  spouse  pensions  in  the  public 
sector:  86,6  per  cent  (members)  compared  with  30.3  per  cent  in  the 
private  sector.  Provision  for  refunding  the  employee's  own  contribu- 
tions was  made  in  plans  covering  (in  1978)  11.9  per  cent  of  members  in 
the  public  sector,  but  22.2  per  cent  in  the  private  sector.  In  the 
period  covered  there  was  a  moderate  decrease  in  the  relatively  small 
number  in  both  sectors  entitled  to  a  refund  of  vested  employer  contribu- 
tions in  addition  their  own.  In  the  private  sector,  however,  there  was 
an  increase  in  the  proportion  of  members  in  plans  (non-contributory) 
providing  for  a  refund  of  vested  employer  contributions  alone. 

While  all  plan  members  in  the  public  sector  were  covered  by  some 
death  benefit  provision,  29.3  per  cent  in  the  private  sector  were  not 
entitled  to  any  benefit  on  death  before  retirement.  Of  the  latter  we 
know  (fron  other  statistics)  that  58.7  per  cent  were  in  non-contributory 
plans;  there  were  no  employee  contributions  to  be  refunded,  and  the 
plans   in  question  made  no  other  provision  for  survivor  benefits. 

These  statistics  can  tell  only  part  of  the  story.  The  fact  that 
a  death  benefit  is  provided  says  nothing  of  its  adequacy  -  or  even 
its  availability  to  the  short-service  employee.  Where  contributions 
are  refunded,  the  payment  may  be  sufficient  for  little  more  than  the 
immediate  expenses  associated  with  the  employee's  death;  in  many  cases 
it  is  too  small  to  be  regarded  realistically  as  income  replacement. 
Similarly,  a  surviving  spouse's  pension  -  even  at  50  per  cent  of  the 
employee's  accrued  pension  -  will  have  little  value  as  income  replace- 
ment if  the  accrued  entitlement  is  not  substantial.  In  the  case  of  a 
ten-year  employee  in  a  plan  whose  normal  benefit  is  two  per  cent  of 
final  average  pay  per  year  of  service,  a  50  per  cent  survivor  pension 
would  amount  to  less  then  ten  per  cent  of  the  individual's  terminal 
salary  rate. 

Furthermore,  the  tables  do  not  disclose  the  extent  to  which  group 
life  insurance  is  used  as  a  substitute  for  or  in  combination  with  pen- 
sion iDenefits  to  protect  the  dependents  of  employees.  As  a  result  it 
cannot  be  inferred  directly  fron  these  statistics  that  public  sector  an- 
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ployers,  by  virtue  of  the  relatively  high  incidence  of  survivor  pensions 
in  their  plans,  in  fact  provide  more  benefits  in  terms  of  average  value 
to  the  families  of  deceased  employees.  Even  if  group  insurance  data 
could  be  correlated  with  the  above  statistics,  the  question  of  rela- 
tive effectiveness  would  ronain:  a  lump  sum  payment  and  an  equivalent 
monthly  pension  may  be  seen  as  quite  different  in  terms  of  a  survivor's 
particular  circumstances,   and  any  generalization  would  be  dangerous. 


DEATH  OF  TOE   EMPLOYEE  AFTER  RETIREMENT 

Compared  with  death  before  retironent  age,  death  after  retirement 
is  often  regarded  as  having  more  serious  and  permanent  financial  con- 
sequences for  the  surviving  spouse.  Hence,  we  find  in  many  plans  a 
reliance  on  benefits  of  a  transitional  nature  (cash  refunds  or  life 
insurance  payouts)  for  the  survivors  of  active  employees,  but  an  em- 
phasis on  inccme  maintenance  for  protection  after  retirement.  Once 
again  we  find  the  concept  of  assumed  need:  the  pensioner  usually  car- 
ries little  or  no  group  life  insurance  into  retirement,  and  age  may 
limit  or  preclude  the  survivor's  participation  in  the  work- force. 

The  frequency  of  various  post-retirement  survivor  provisions  is 
shown  in  Table  2.  Again  we  see  that  in  1978  nearly  84  per  cent  of  plan 
meT±)ers  in  the  public  sector  had  a  "widow's  pension"  provision  while 
only  20.7  per  cent  of  members  in  the  private  sector  were  similarly 
covered.  All  plan  members  in  the  public  sector  were  entitled  to  some 
benefit  fciut  25.4  per  cent  in  the  private  sector  had  no  such  protection. 
While  30.3  per  cent  of  members  in  the  private  sector  were  furnished  with 
a  widow's  pension  on  death  before  retirement  only  20.7  per  cent  had 
such  coverage  on  death  after  retirement;  presum^ably  the  difference 
reflects  the  coranon  use  of  a  guaranteed  term  for  the  pension  rather  than 
a  designated  survivor  benefit.  In  all,  some  45  per  cent  of  members  in 
the  private  sector  were  in  plans  whose  normal  form  of  pension  was  one 
payable  for  a  minimum  of  five  to  ten  years. 

One  might  infer  from  the  statistics  that  the  two  leading  forms 
of  post-retirement  survivor  benefit  -  the  "widow's"  pension  and  the 
guaranteed  or  "term  certain"  provision  -  are  in  sane  measure  comparable 
as  to  value  and  effectiveness.  In  fact,  however,  they  are  based  on  two 
entirely  different  assumptions.  The  purpose  of  a  survivor  pension  as 
such  is  to  meet  an  assumed  need,  and  its  overall  value  to  the  member 
depends  on  whether  there  is  a  surviving  spouse  and,  if  so,  how  long  that 
person  lives  after  the  member's  death.  By  contrast,  the  purpose  of  a 
guaranteed  term  is  to  ensure  a  return  of  the  member's  investment  -  his 
cash  contributions  in  any  case,  often  with  an  allowance  for  interest 
and  perhaps  some  employer  contributions.  Assuming  a  given  amount  of 
retiranent  pension,  a  "widow's"  benefit  in  most  cases  will  be  half  that 
amount,  and  therefore  half  the  amount  payable  under  a  term  certain 
guarantee  J^  part  of  the  term  remained.  On  the  other  hand,  the  spouse's 
pension  will   continue   for   that  person's   lifetime,   whereas   payments 
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on  a  gua  ran  teed- tenn  basis  end  when  the  pensioner  dies  if  the  term  has 
expired,  or  will  cease  at  the  end  of  the  specified  term.  By  the  same 
token,  a  spouse's  pension  ceases  with  that  person's  death,  while  a  term 
certain  guarantee  can  yield  benefits  to  other  dependents  through  the 
member's  estate  if  the  spouse  dies  before  the  end  of  the  term  or  if 
there  is  no  spouse.  Inevitably,  criticisms  of  one  or  the  other  of 
these  benefit  fonns  arise  from  its  failure  -  nore  properly  its  inherent 
inability  -  to  satisfy  the  needs  of  all  recipients;  that  is,  to  ensure 
in  all  cases  that  the  member's  "equity"  is  returned  and  at  tlie  same  time 
provide  continuity  of  incone  to  the  surviving  spouse. 

The  termination  of  payments  to  a  survivor  at  the  end  of  the  guar- 
anteed period  is  analogous  to  the  former  cessation  of  the  Spouse's 
Allowance  six  months  after  the  death  of  the  pensioner.  Two  briefs, 
fron  the  Ontario  Ccstimittee  on  the  Status  of  Women  (Brief  160)  and  the 
Professional  Institute  of  the  Public  Service  of  Canada  (Brief  175) 
criticized  the  guaranteed  term  approach  because  it  did  not  protect  the 
survivor  who  outlived  tJie  guarantee,  while  it  often  provided  payments  in 
the  case  of  a  person  with  no  spouse,  where  presumably  there  was  no 
"need."  On  the  other  hand,  other  briefs  criticized  provisions  under 
which  survivor  pensions  cease  on  remarriage  of  the  survivor. 

In  these  criticisms  we  see  the  ambivalence  between  entitlement 
arising  fron  work  and  entitlement  based  on  status  in  which  need  is  as- 
sumed. Ihe  guaranteed  term  recognizes  an  entitlement  of  the  pensioner's 
estate,  and  through  it  his  or  her  survivors,  whether  dependents  or  not, 
to  benefit  fron  the  accrual  of  benefits  by  the  employee  during  his  or 
her  working  life.  It  does  not  pretend  to  provide  for  the  continuing 
need  of  any  of  the  pensioner's  survivors.  On  the  other  hand,  the 
spouse's  pension  which  ceases  on  remarriage  is  attacked  for  encouraging 
a  survivor  to  live  in  an  extramarital  relationship  to  retain  pension 
benefits.  But  a  remarriage  provision  is  consistent  with  the  needs  basis 
of  survivor  benefits,  since  remarriage  implies  a  new  source  of  financial 
support.  Ihe  same  assumption  is  made  where,  as  in  the  Canada  Pension 
Plan,  survivor  benefits  are  again  payable  if  the  new  marriage  ends  with 
divorce  or  death. 

Although  changes  to  the  Employment  Standards  Act  following  the 
report  of  the  I^sk  Force  on  Einployee  Benefits  were  directed  at  removing 
discrimination  by  marital  status,  the  exception  made  for  survivor  bene- 
fits has  allowed  the  ambivalence  in  survivor  benefit  philosophy  to 
continue,  as  well  as  differences  in  benefits  and  cost  as  between  married 
persons  and  single,  divorced,  and  widowed  persons. 

Before  discussing  discrimination,  however,  one  must  establish  a 
rationale  for  providing  survivor  benefits:  are  they  to  be  based  on  need 
or  entitlement?  If  entitlement,  then  all  plan  members  should  have 
an  absolute  right  to  the  death  benefit.  To  provide  the  benefit  as 
a  continuing  pension  will  be  a  problem  because  of  the  difficulty  of 
forecasting  the  life  expectancy  of  various  possible   beneficiaries.      If 
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individual  entitlement  were  to  be  the  sole  rationale,  there  would  be  a 
sharp  decline  in  survivors'  pensions  and  a  move  towards  guaranteed 
terms.  On  the  other  hand,  if  the  rationale  for  survivor  benefits  is 
need,  one  must  distinguish  between  actual  need  and  need  assumed  because 
of  marital  status.  Most  survivor  benefits  in  the  public  sector  and  20 
per  cent  in  the  private  sector  have  been  designed  on  the  assumed  need  of 
the  widow  v^o  was  dependent  on  her  husband  as  the  breadwinner  and  the 
pension  provider.  In  tlie  Commission's  opinion  this  design  accurately 
reflected  the  situation  for  the  majority  of  today's  elderly,  many  of 
whom  are  in  fact  disadvantaged  by  the  lack  of  widow's  pensions  in  the 
private  sector.  Any  moves  to  improve  this  situation,  however,  will 
require  consideration  of  future  patterns  of  work  and  dependency. 

The  Commission  noted  with  interest  that  the  Cofirentes  Report, 
proposing  changes  in  the  Quebec  Pension  Plan,  reccnunended  that  survivor 
benefits  cease  after  two  years  except  wliere  dependent  children  were  in- 
volved. This  is  a  remarkable  change  fron  a  continuation  of  benefits  for 
life  to  short-term  assistance  to  allow  establishment  or  re-establishment 
of  the  dependent  in  gainful  employment.  In  the  Commission's  opinion 
such  a  change  may  becane  feasible  if  the  trend  towards  increasing  female 
work-force  participation  continues.  At  present,  however,  there  is  the 
reality  of  persons  who  are  at  or  approaching  age  65  and  who  cannot 
establish  themselves  among  the  gainfully  employed  because  of  general 
unemployment,  lack  of  skills,  or  infirmity.  The  Conmission  endorses  the 
attitude  that  over  time  there  should  be  a  move  away  from  the  assumption 
of  need  arising  out  of  marital  or  quasi-marital  status  and  adoption  of 
entitlement  as  the  rationale.  If  so,  there  is  likely  to  be  a  phasing- 
out  of  designated  survivor  pensions  except  for  short-term  benefits  along 
lines  proposed   in  the  Cofirentes  Report. 

In  the  meantime  the  Canmission  recognizes  both  the  need  of  today's 
elderly  for  continuance  of  a  spouse's  pension,  and  the  support  obli- 
gation of  one  spouse  for  the  other.  An  eventual  reassessment  will  have 
to  be  made  of  tlie  effect  of  changing  social  patterns  and  whether  the 
assunption  of  marital  dependency  is  still  appropriate. 


LEVEL  OF  BENEFITS 

Widow's  Pensions 

Many  briefs  stated  that  a  widow's  pension  of  50  per  cent  was  too 
low,  and  advocated  changes  in  the  level  ranging  from  60  to  100  per  cent. 
The  Commission  favours  a  60  per  cent  standard  on  the  basis  that  a  single 
person  requires  more  than  half  the  income  a  married  couple  needs.  In 
the  percentages  advocated  we  see  again  the  confusion  between  need  and 
entitlement.  As  one  brief  pointed  out,  if  the  pensioner  dies  first 
the  survivor  gets  a  50  per  cent  pension.  If  the  spouse  dies  first, 
the  pensioner  continues  to  get  a  100  per  cent  pension.  One  receives 
too  little  and  the  other  too  much  on   the   basis   of   need.      In   terms  of 
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entitlenent,   however,    tlie  plan  member    in   the   latter   case   receives   no 
more  than  his  due. 

The  Commission  cannot  accept  the  view  that  the  low  incomes  of 
today's  elderly  would  be  increased  significantly  by  clianging  the  percen- 
tage levels.  CXiite  apart  from  the  coverage  question  we  must  realize 
that  whatever  the  percentage  level,  it  is  a  percentage  of  the  accrued 
pension  benefit  of  the  enployee.  For  tliose  dying  before  retirement  the 
accrued  benefit  may  be  very  small,  depending  on  salary  levels,  plan 
design,  and  years  of  service  with  the  enployer.  Clearly,  unless  deatli 
occurs  in  the  years  close  to  retirement  age,  the  needs  of  a  survivor 
would  be  better  served  by  group  life  insurance.  The  same  is  true  in  any 
case  where  the  survivor's  main  need  is  for  an  opportunity  to  establish 
himself  or  herself  in  gainful  employment.  EVen  for  survivors  of  those 
employees  who  die  after  retirement  the  pension  benefit  may  be  very 
small,  again  depending  on  salary  levels,  plan  design,  and  length  of 
service.  The  Commission  was  unable  to  obtain  any  specific  data  for 
monthly  amounts  currently  paid  as  widow's  pensions.  Sane  inferences  may 
be  drawn  however  fran  1976  taxation  statistics  for  persons  age  65  and 
over.  Table  3  shows  tlie  percentage  of  total  incane  by  source  for  males 
and  females  65  and  over  in  Canada. 

Table  3 

Percentage  of  Ibtal  Incone  Assessed  by  Source  for 

Persons  Age  65  and  Over,  Canada,  1976 

Source  Male   Female 


Wages  and  salaries 

Old  Age  Pension 

CPP/QPP  benefits 

Other  pensions  and  superannuation 

Bank  interest 

Bond  interest 

Taxable  amount  of  dividends 

a  Figures  will  not  total  100  per  cent  since  not 

all  items  of  income,  e.g.,  rental  income,  are 

included . 
Source  Revenue  Canada,  Taxation  Statistics,  1976. 

We  can  see  that  for  wc«nen,  vho  are  more  likely  to  be  dependents, 
pension  incone  fron  other  than  government  programs  was  only  11  per  cent 
of  a  level  of  vvtiich  the  Old  Age  Pension  represented  27.9  per  cent. 

The  conclusion  must  be  that,  in  the  same  way  as  coverage  alone 
is  no  assurance  of  an  adequate  pension,  a  higher  percentage  rate  for 
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(Per 

cent  of 

total) (a) 

18.1 

7.5 

17.8 

27.9 

6.8 

4.5 

16.5 

11.0 

14.3 

20.4 

4.2 

7.0 

4.3 

7.4 

calculating  survivor  benefits  would   give   no   assurance   of   an   adequate 
level  of  survivor   income. 

Refund  of  Contributions 

Employees  with  a  spouse  are  most  favoured  v\Aien  they  are  in  a  plan 
which  provides  a  widow's  pension.  Those  without  a  spouse  are  better 
off  in  a  plan  which  provides  for  a  pension  with  a  guaranteed  term. 
Their  beneficiaries  will  receive  the  balance  of  the  pensioner's  own 
contribution's,  usually  with  interest,  if  tiie  pensioner  dies  within  the 
guaranteed  period.  Less  fortunate  are  those  who  die  before  retirement 
entitled  only  to  a  return  of  their  own  contributions.  Then  too,  there 
are  many  v\^o  die  before  retirement  with  no  benefit.  In  the  case  of 
contributory  plans  the  Commission  considers  the  latter  arrangement  con- 
fiscatory; in  non-contributory  plans,  of  course,  there  are  no  employee 
contributions  to  be  refunded.  Whether  or  not  a  death  benefit  should 
be  payable  under  a  non-contributory  plan  will  depend  on  how  far  the 
principle  of  deferred  wages  is  carried.  The  same  principle  will  apply 
in  determining  v\hether  employees  in  contributory  plans  have  a  right  to 
any  of  the  anployer's  contributions,  vested  or  non-vested. 

Refund  provisions  are  highly  diverse.  In  general,  the  amounts 
refunded  must  be  regarded  as  having  only  a  short-term  function.  They 
cannot  be  assessed   in  terms  of  adequacy  of  income  replacement. 


POSSIBLE  SOLUTIONS 

Many  groups  urged  the  Ccsnmission  to  reconmend  legislation  requiring 
as  a  minimum: 

a)  that  every  employment  pension  plan  provide  a  spouse's  pension 
of  at  least  50  per  cent  of  the  accrued  pension  benefit  for 
death  both  before  and  after  retirement;  or 

b)  that  every  employment  pension  plan  make  the  benefit  a  joint 
and  survivor  annuity  for  every  member  having  a  spouse  at  the 
time  of  retirement.  Under  a  joint  and  survivor  annuity  the 
same  amount  is  payable,  usually  as  a  monthly  benefit,  during 
the  joint  lives  of  tlie  two  spouses  and  during  the  life  of  the 
surviving  spouse. 

In  the  first  proposal  the  Commission  understands  that  the  pension 
entitlement  at  retirement  would  be  the  same  for  A  v\^o  is  divorced  and  B 
who  is  married,  all  otlier  things  being  equal.  Therefore  tlie  employer  of 
B  would  be  assuming  an  additional  cost  to  provide  B's  spouse  with  a 
survivor  benefit.  The  difference  is  based  on  an  assumed  need  arising 
from  marital  status.     No  consideration  is  given  to  the  possibility   that 
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A  is  supporting   a   former   spouse. (10)      This   proposal   would   apply   to 
benefits  on  death  both  before  cind  after  retirement. 

The  second  proposal  applies  only  to  benefits  on  death  after  re- 
tirement. Under  this  proposal  A  who  is  divorced  would  receive  a  full 
pension.  B  wlio  is  married  vould  receive  a  lower  monthly  pension  payment 
than  A  because  the  joint  life  expectancy  for  B's  spouse  would  normally 
exceed  A's  single  life  expectancy.  In  contrast  with  the  first  proposal 
the  joint  and  survivor  requirement  means  that  although  A  and  B  will  not 
receive  the  same  level  of  benefit,  the  costs  will  be  the  same.  Those 
who  advocate  a  mandatory  joint  and  survivor  form  of  annuity  hold  that 
this  measure  of  protection  to  the  survivor  should  not  be  left  to  the 
employee's  discretion.  Faced  with  the  choice  of  a  survivor  option 
with  a  consequent  reduction  in  the  immediate  pension,  the  retiree  will 
usually  choose  the  higher  payment  of  the  straight  life  annuity. 

Another  group  advocated  to  the  Commission  the  adoption  of  provi- 
sions similar  to  those  established  under  the  U.S.  legislation,  ERISA. 
Under  ERISA  the  minimum  requirements  are  as  follows: 

Death  of  an  Employee  Before  Retirement 

When  a  plan  does  not  have  a  spouse  benefit  payable  on  the  death  of 
a  participant  before  retirement  (under  which  the  surviving  spouse  would 
receive  not  less  than  50  per  cent  of  the  pension  amount  payable,  if  the 
participant  retired  early  and  elected  a  ]oint  and  survivor  annuity), 
such  plan  must  permit  an  eniployee  to  elect,  effective  with  the  later 
of  the  plan  early  retirement  age  or  10  years  before  tlie  plan  normal 
retirement  age,  a  form  of  benefit  whereby  50  per  cent  of  the  amount 
payable  to  the  participant,  if  the  participant  retired  early  and  elected 
such  a  joint  and  survivor  annuity,  would  be  payable  to  the  participant's 
surviving  spouse  upon  the  participant's  death.  The  plan  may  provide  for 
an  actuarial  reduction  in  the  participant's  normal  retirement  benefit  to 
reflect  the  value  of  the  spouse  benefit. 

Death  of  the  Eirployee  After  Retirement 

When  a  plan  does  not  have  a  normal  form  of  benefit  of  joint  and 
spouse  survivor  (under  vvhich  between  50  per  cent  and  100  per  cent  of  a 
deceased  pensioner's  benefits  continue  to  the  surviving  spouse),  then, 
unless  the  employee  elects  a  different  form  of  benefit,  benefits  under 
the  plan  will  be  computed  and  paid  as  if  the  joint  and  50  per  cent 
spouse  survivor  form  (under  v*iich  50  per  cent  continues  to  the  surviving 
spouse)  had  been  elected  by  the  retiring  participant.  The  plan  may 
provide  for  an  actuarial  reduction  according  to  tlie  form  of  benefit;  and 
it  may  set  a  minimum  age  vv^ich  the  surviving  spouse  mist  attain  in  order 
to  receive  annuity  payments. 

Under  ERISA  therefore,  no  plan  is  required  to  provide  an  extra-cost 
spouse's  benefit.     Instead,    for  death   before   retirement   the   employee 
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must  be  permitted  to  elect  such  a  benefit,  and  for  death  after  retire- 
ment to  avoid  a  spouse's  benefit  the  employee  must  elect  against  it.  In 
both  cases  the  plan  may  make  an  actuarial  reduction  to  cover  the  cost  of 
the  spouse's  benefit. 

The  Ontario  Advisory  Council  on  Senior  Citizens  (Brief  154)  and 
others  point  out  that  it  is  too  rigid  to  make  the  joint  and  survivor 
annuity  form  nandatory.  They  argue  that  other  arrangements  may  have 
been  made  for  the  protection  of  the  spouse  both  by  the  employer  and 
employee  or  that  in  some  circumstances  the  spouse  will  have  sufficient 
separate  ireans  and  would  not  require  the  pension,  while  the  pensioner 
does.  In  other  cases,  if  the  life  expectancy  of  the  spouse  is  known  to 
be  shortened,  the  reduction  of  the  pensioner's  basic  benefit  would  not 
be  warranted.  For  these  reasons  and  because  of  a  general  reluctance  to 
interfere  any  more  than  necessary  with  employment  pensions,  and  in 
particular  if  the  proposed  mandatory  plan  is  adopted,  the  Commission 
reconmends  that  the  joint  and  survivor  annuity  be  the  standard  form 
of  benefit  v^ich  may  only  be  displaced  by  election.  The  Commission 
also  favours  a  range  of  choice  of  percentage  level  for  the  survivor 
portion,  so  that  individuals  iray  plan  to  suit  their  ov;n  circumstances. 
In  default  of  individual  selection,  however,  a  survivor  benefit  of  60 
per  cent  should  be  required. 

The  Commission  favours  an  approach  vAiich  would  end  discrimination 
on  the  basis  of  marital  status  in  pension  plans.  This  could  be  achieved 
by  adopting  the  EKISA  approach  to  elections  so  that  spouse's  benefits 
are  provided  at  equal  cost  to  the  employer  for  married  and  unmarried, 
divorced,  and  widowed  employees.  Benefits  for  spouses  would  then  be 
provided  as  determined  between  the  spouses.  This  approach  is  consistent 
with  the  splitting  of  CPP  credits  on  divorce,  the  Gofirentes  reconmenda- 
tion  for  short-term  survivor  benefits,  and  a  general  decrease  in  depend- 
ency of  wonen.  However,  the  principle  of  need  assumed  from  marital 
status  is  firmly  entrenched  in  employment  pension  plans,  particularly  in 
the  public  sector;  benefits  based  on  that  assumption  will  no  doubt  exist 
for  some  time  even  if,  as  the  Coranissidn  suggests,  the  government  take 
no  steps  to  encourage  them. 


THE  COMMISSION'S  RECOMMEJMCftTIONS 

The  chapter  en  vesting  and  the  recanmendations  of  the  Ccriimission  in 
this  regard  reveal  an  endorsement  of  the  individual  entitlement  approach 
though  not  necessarily  of  the  deferred  wage  theory  in  its  purest  sense. 
The  Commission  is  of  the  opinion  that  entitlenients  on  death,  both  before 
and  after  retirement,  are  related  to  vested  pension  benefits;  in  fact  we 
can  see  even  less  justification  for  failing  to  preserve  rights  on  death 
than  ipon  termination. 
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The  Canmission  therefore  recanmends  that  the  Pension  Benefits  Act 
be  amended  to  require  minimum  benefits  on  death  from  employment  pensions 
as  follows: 

Death  of  Enployee  Before  Retirement 

1.  Where  an  employee  dies  before  retirement  and  before  being 
vested,  the  estate  shall  be  entitled  to  a  refund  of  his  or  her 
contributions  with  interest  calculated  year  by  year  at  one  per 
cent  below  the  annualized  rate  paid  by  chartered  banks  in 
Canada  on  non-chequing  accounts  and  oompounded  annually.  When 
the  employee  is  in  a  non-contributory  plan  and  is  not  vested  at 
death  liis  or  her  estate  shall  not  be  entitled  to  any  payment 
unless  the  plan  provides  otherwise. 

2.  Where  an  employee  dies  before  retirement,  but  after  becoming 
eligible  to  receive  a  retirement  pension  either  by  attaining 
normal  retirement  age  or  by  fulfilling  the  requirements  for 
early  retirement  as  provided  in  the  plan,  the  spouse  of  any  age 
shall  receive  as  a  pension  60  per  cent  of  the  pension  to  v\^ich 
the  anployee  would  have  been  entitled  had  he  or  she  actually 
retired  under  tlie  plan. 

3.  Where  an  anployee  dies  before  retirement  and  after  being  vested 
and  leaves  a  spouse  surviving,  the  spouse  shall  receive  as  a 
pension  60  per  cent  of  the  pension  to  which  the  onployee  would 
have  been  entitled  on  retirement,  payable  vhen  the  older  of  the 
employee  or  the  spouse  would  have  attained  or  attains  the  age 
of  65  or  at  the  normal  retirement  age  under  the  plan,  whichever 
is  earliest. 

4.  Where  an  anployee  dies  before  retirement  and  after  being  vested 
and  does  not  leave  a  spouse  or  the  spouse  dies  before  receiving 
the  pension  provided  in  (3)  above,  tlie  estate  of  the  employee, 
or  viiere  the  spouse  dies  after  being  entitled  but  before  re- 
ceiving the  pension,  the  spouse's  estate,  shall  receive  the 
amount  which  would  have  been  required  at  the  employee's  death 
to  purchase  the  spouse's  pension  by  way  of  an  insurance  company 
annuity  or  the  contributions  of  the  anployee  with  interest  as 
calculated  in  1  to  the  date  of  death,  whichever  shall  be  the 
greater.  Ihis  provision  shall  apply  to  both  contributory  and 
non-contributory  pension  plans. 

Death  of  Employee  After  Retirement 

1.  All  plans  shall  provide  as  the  normal  form  of  pension  benefit 
under  the  plan  a  joint  and  last  survivor  annuity  with  a  choice 
of  the  percentage  level  of  the  original  pension  benefit  for  the 
survivor  benefit  of  not  less  than  60  per  cent  and  not  more  than 
100  per  cent.  In  the  event  no  percentage  level  is  designated 
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by  the  employee  the  percentage  shall  be  60  per  cent.  The  plan 
may  provide  for  an  actuarial  reduction  so  that  the  cost  of  the 
retirement  benefit  to  a  person  without  a  spouse  and  a  person 
with  a  spouse  is  the  same. 

The  normal  form  shall  be  taken  under  the  plan  unless  another 
form  of  benefit  available  under  the  plan  is  elected  by  written 
consent  of  both  the  oriployee  and  the  spouse. 

2.  Where  an  employee  dies  after  the  pension  is  in  payment  without 
leaving  a  spouse,  no  benefit  shall  be  paid  to  the  estate  of  the 
deceased  enployee  unless  the  plan  so  provides. 

It  will  be  noted  that  the  recommendations  appear  to  result  in  more 
favourable  treatment  for  the  employee  dying  before  retirement  because  on 
the  death  of  an  employee  after  retirement  v\ho  does  not  leave  a  spouse , 
no  payment  is  made  to  the  estate  in  recognition  of  the  employee '  s  con- 
tributions. There  are  tv/o  reasons  for  this.  First  the  employee  by 
receiving  pension  payments  has  received  what  was  intended,  that  is, 
replacement  income  in  retirement.  If  there  is  no  spouse  the  need  for 
replacement  income  has  usually  ceased.  Secondly,  in  the  case  of  the 
employee  vho  dies  before  retirement  the  contributions  may  be  regarded  as 
savings  v\hich  may  be  needed  for  children,  parents,  or  other  dependents 
not  specifically  included  under  the  protection  of  the  pension  plan.  By 
the  time  the  employee  retires,  the  dependency  of  family  members  other 
than  a  spouse  usually  has  ended.  Similarly,  the  mandatory  provision  for 
a  spouse's  pension  vihere  the  employee  dies  before  retirement  recognizes 
that  a  spouse  is  more  likely  to  be  dependent  or  less  likely  to  have 
established  separate  means  in  the  earlier  years  for  providing  his  or  her 
own  retirement  incane.  Note  that  this  approach  diverges  from  the  CPP 
which  provides  a  survivor  benefit  for  immediate  needs.  The  Conmission's 
recommendations  see  retirement  incoiie  for  tlie  spouse  as  the  goal  in  an 
employment  pension  plan.  Much  as  the  Commission  might  agree  with  the 
Cofirentes  Report  that  survivor  benefits  on  the  death  of  an  employee 
before  retirement  should  be  short-term,  we  nevertheless  perceive  the 
need  of  the  spouse  benefit  as  a  continuing  one. 


INTEGRATION  OF  EMPLOYMENT  PENSION  BENEFITS 

Integration  is  a  plan  feature  by  which  payments  from  government 
programs  are  dovetailed  with  payments  fron  anployment  pensions  to  pro- 
vide a  desired  level  of  benefit,  usually  based  on  the  continuance  of  a 
certain  percentage  of  pre-retirement  income.  Generally  if  an  employer 
is  making  payments  to  a  government  program,  the  resulting  benefits  are 
seen  as  part  of  the  benefit  "package"  provided  for  the  employees. 

The  controversy  over  Vihether  employment  pension  benefits  should  be 
"stacked"  on  top  of  benefits  from  government  programs  or  "integrated" 
with  them  raged  when  the  White  Paper  on  the  Canada  Pension  Plan  was 
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introduced .  Before  that  time  integration  was  not  frequent,  since 
Old  Age  Security  pensions  were  low,  and  were  payable  only  at  age  70. 
("Level  income"  options  were  in  common  use,  however;  a  retiree  might 
elect  to  take  an  actuarially  increased  pension,  reducing  at  age  70  by 
the  Qo^S  amount. ) 

With  the  introduction  of  the  CPP  many  employers  integrated  em- 
ployment pension  benefits  with  CPP  benefits  on  the  principle  that  the 
employment  pension  plan  was  designed  to  provide  a  retired  employee  with 
a  replacement  income  in  retirement  sufficient  to  ensure  continuation 
of  a  measure  of  pre-retirement  standard  of  living.  To  do  this  it 
was  reasonable  in  setting  plan  benefit  levels  to  take  into  account 
benefits  from  government  programs,  particularly  vhere  the  employer  was 
contributing  directly,  as  with  the  CPP.  To  take  a  much  simplified 
example,  let  us  suppose  that  an  employer  had  in  force  a  pension  plan 
which  generated  pensions  of  60  per  cent  of  earnings  for  long-service 
employees.  If  the  plan  were  not  integrated  the  pensions  and  gross 
replacement  ratios  in  1979  (before  taxes)  would  be  roughly  as  shown  in 
Table  4. 

Table  4 

Exanples  of  Ibtal  Pension  Inccoie  without  Integration  (1979) 


Earnings 


OAS 


CPP 


Private 


Total 


(Dollars) (Dollars) 


(Per  (Per 

cent)  (Dollars)  cent)  (Dollars] 


(Per  (Per 

cent)    (Dollars)   cent) 


6,000 

2,000 

33 

1,300 

22 

3,600 

60 

6,900 

115 

12,000 

2,000 

17 

2,600 

22 

7,200 

60 

11,800 

99 

20,000 

2,000 

10 

2,600 

13 

12,000 

60 

16,600 

83 

40,000 

2,000 

5 

2,600 

7 

24,000 

60 

28,600 

72 

Source     Royal  Commission  on  the  Status  of  Pensions  in  Qitario,  prepared 
by  Laurence  Covrard. 

The  enployer  is  likely  to  conclude,  bearing  in  mind  the  tax  and 
other  valuable  concessions  available  to  pensioners,  that  the  plan  is 
too  generous  overall  and  that  the  relationship  between  pensions  for  low 
and  high-paid  employees  is  not  appropriate,  even  acknowledging  that 
replacement  ratios  should  be  higher  for  those  at  the  bottom  end  of  the 
earnings  scale. 

The  following  diagrams  illustrate  the  result  of  full  integration 
with  C^S  and  CPP;  CPP  alone;  one-half  CPP;  and  stacking  (no  integra- 
tion). CPP  is  taken  as  25  per  cent  of  earnings  up  to  the  YMPE  and  OAS 
as  15  per  cent. 

With  the  stacked  plan  illustrated  in  Figure  1  the  benefit  formula 
needs  adjustment  if  the  employer  wishes  to  provide  anything  like  equal 
replacement  ratios  for  all  employees   or   ratios   that   fall   slowly  with 
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earnings.  However  full  integration  is  not  the  answer.  Full  integration 
or  offset  of  both  CftS  and  CPP  pensions  fron  the  anployment  pension  goes 
to  extremes  in  tlie  other  direction  and  produces  the  result  shown  in 
Figure  2.  This  integration  is  most  unlikely  to  be  adopted  in  practice 
because  the  replacement  ratios  based  on  net  after  tax  income  would 
actually  be  higher  for  those  with  higher  incomes  than  for  those  with 
lower  incomes.  Not  only  would  some  employees  obtain  no  additional 
benefit  from  their  own  CPP  contributions,  but  the  employer  would  benefit 
excessively  from  OAS  and  CPP  including  recent  improvements.  Often  there 
is  no  integration  with  C^S  at  all  as  in  Figure  3  and  often  only  one-half 
of  the  CPP  (the  part  paid  for  by  the  employer)  will  be  integrated  with 
the  result  shown  in  Figure  4. 


INTEGRATION  METHODS 

A  number  of  ways  of  integrating  benefits  fron  government  programs 
and  anployment  pensions  have  developed  which  provide  a  resolution  be- 
tween the  extremes  shown  in  Figures  1  and  2.  There  are  two  broad  cate- 
gories of  methods:  benefit  integration  and  contribution  integration. 

Benefit  Integration 

Integration  may  be  accanpl ished  by  ccrnbining  the  benefits  received 
fron  government  programs  and  the  employment  pension  plan  to  achieve 
the  desired  goal.  This  combining  can  be  done  through  amending  the 
employment  plan  benefit  formula  for  the  calculation  of  the  pension  (the 
Step  Rate  Method)  or  by  deciding  the  amount  of  employment  pension  to  be 
paid  and  deducting  frcsii  this  the  amount  of  the  government  pension  to  be 
integrated  (the  Offset  i'fethod). 

Benefit  Step  Rate 

The  Critario  Public  Service  Superannuation  Plan  uses  a  step  rate 
method  of  benefit  integration.  A  pension  is  calculated  for  each  year  of 
service  at  1.375  per  cent  on  earnings  up  to  the  YMPE  and  2  per  cent  on 
excess  earnings.  Service  is  limited  to  35  years  and  the  last  five 
years'  average  earnings  is  used.  However,  the  2  per  cent  rate  applies 
on  all  earnings  for  years  of  service  prior  to  1966  when  the  Canada 
Pension  Plan  was  introduced.  It  should  be  noted  that  the  integration 
will  not  be  fully  in  effect  until  year  2001,  that  is  35  years  frcm  1966. 
The  result  in  Figure  3  is  typical  of  the  results  of  the  most  usual 
integration  methods. 

Benefit  Offset 

For  this  method  the  pension  is  calculated  by  a  formula  in  the  plan 
and  then  reduced  by  a  portion  of  the  anticipated  government  benefits. 
As  we  have  seen,  offset  of  full  OAS  and  CPP  is  unlikely,  but  the  offset 
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Figure  I 
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Figure  3 

Effect  of  CPP  Integration 
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Figure  4 

Effect  of  Partial  CPP  Integration 
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of  CPP  alone  or  a  percentage  of  CPP  may  give  reasonable  results.  (See 
Figure  4.)  Since  the  employee  contributes  equally  with  the  employer 
to  the  CPP,  the  enployee  is  usually  deemed  to  have  paid  for  half  his 
benefit  and  the  offset  is  50  per  cent  of  the  CPP  benefit.  Only  the 
CPP  benefit  earned  while  the  employee  was  in  the  employer's  service 
should  be  taken  into  account,  since  it  would  be  unfair  to  deduct  any 
part  of  the  CPP  attributable  to  earnings  with  another  employer  or  from 
self-employment.  Hence  the  plan  should  indicate  how  much  CPP  benefit  is 
deemed  to  be  earned  during  service  by  employees  who  retire  before  age 
65,  terminate  with  vested  rights  or  enter  employment  after  the  year 
1965.  Where  this  is  not  done  (non-proportional  benefit  offset)  severe 
inequities  may  arise. 

Contribution  Integration 

This  method  adjusts  the  rate  of  contributions  to  the  employment 
plan  by  taking  into  account  the  contribution  rate  of  the  enployee  to  the 
CPP,  for  example,  1.8  per  cent  on  earnings  up  to  the  YMPE  and  5  per  cent 
thereafter. 

Contribution  Step  Rate 

It  is  generally  considered  desirable  that  the  reduced  contribution 
rate  in  an  integrated  plan  should  be  proportionate  to  the  reduced  rate 
of  benefit,  so  that  high  and  low  paid  employees  get  the  same  "value 
for  money."  An  example  is  provided  by  the  rates  of  contributions  and 
benefits  in  the  Ontario  Hydro  Pension  Plan,  shown  in  Table  5. 

Table  5 

Step  Rate  Integration  -  Example  of  Contributions  and  Benefits 


Salary  below 
YMPE 


Salary  above 
YMPE 


Ratio 


Pension  per  year  of  service 
Employee  contributions 
Ratio 


(Per  cent) 

(Per  cent) 

1.375 

2.0 

.6875 

3.4375 

5.0 

.6875 

.4000 

.4000 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  prepared 
by  laurence  Coward. 

Contribution  Offset 

A  valid  alternative  is  to  offset  the  CPP  contributions  against  the 
employment  plan  contributions.  This  method  is  usually  found  when  the 
offset  method  is  used  for  benefit  integration  but  sometimes  in  other 
cases.  For  instance  contributions  under  the  Ontario  Public  Service  Plan 
are  6  per  cent  of  salary  up  to  the  YBE,  4.2  per  cent  of  salary  between 
the  YBE  and  the  YMPE  and  6  per  cent  of  salary  above  the  YMPE,  which  is 
essentially  the  same  as  6  per  cent  of  all  salary  minus  the  employee's 
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contributions  to  CPP.      Hence   the   plan   uses   the   step   rate  method    for 
integrating  benefits  but  the  offset  method  for  contributions. 

Ineligible  Earnings 

In  sane  plans  a  portion  of  earnings  is  ignored  for  pension  plan 
purposes,  that  is  in  calculating  both  contributions  and  pension.  The 
ineligible  earnings  may  be  a  flat  amount  or  may  be  a  percentage  of  the 
YMPE  in  each  year.  If  the  ineligible  earnings  were  $2,500  the  results 
of  using  this  method  would  be  similar  to  those  shown  in  Figure  4  for 
someone  retiring  at  present.  However  tiie  ineligible  earnings  would 
eventually  have  to  rise  to  about  35  per  cent  of  the  YMPE  to  produce  the 
same  results  as  step  rate   integration. 


INTEGRATION  ATvID  TYPES  OF   PLANS 

All  the  methods  described  are  applicable  to  defined  benefit  pension 
plans  vstiere  the  pension  depends  on  wage  or  salary.  In  flat  benefit 
plans  where  the  pension  depends  on  length  of  service  but  not  on  earn- 
ings, only  tlie  offset  method  is  available  and  even  this  method  is  not 
widely  used.  None  of  the  benefit  integration  methods  can  be  applied  to 
defined  contribution  plans,  that  is  money-purchase  and  profit  sharing 
plans.  Defined  contribution  plans  may  hov/ever  be  integrated  by  provid- 
ing that  contributions  otherwise  payable  to  the  plan  will  be  reduced  by 
the  amount  of  contributions  to  the  CPP.  Thus  a  5  per  cent  and  5  per 
cent  money-purchase  plan  may  be  integrated  by  making  the  contribution 
fran  anployer  and  employee  each  equal  to  5  per  cent  of  salary  less  1.8 
per  cent  of  earnings  up  to  the  YMPE. 

The  choice  of  integration  method  is  strongly  linked  to  the  type  of 
pension  plan.  Statistics  Canada,  "Pension  Plans  in  Ontario  1978," 
(unpublished)  shows  that  in  the  public  sector  96  per  cent  of  enployees 
are  in  defined  benefit  plans  integrated  by  the  benefit  step  rate  method. 
In  the  private  sector  a  much  wider  distribution  of  plan  types  and  inte- 
gration iTethods  is  found.  Fran  Table  6  we  can  see  that  50  per  cent  of 
members  of  plans  in  the  private  sector  are  stacked  (not  integrated  at 
all)  while  in  the  public  sector  less  than  2  per  cent  of  the  membership 
is   in  a  non- integrated  plan. 


RETIREMENT  BEFORE  AGE    65 

It  is  notable  that  the  reduction  of  a  pension  to  integrate  with 
government  programs  does  not  usually  take  place  until  the  employee 
reaches  age  65  when  the  government  benefits  commence.  If  an  employee 
retires  before  age  65  on  a  fixed  pension  his  inccme  is  likely  to  produce 
a  low  replacement  ratio  until  he  or  she  reaches  age  65  and  receives  OAS 
and  CPP.  For  this  reason,  in  most  but  not  all  integrated  plans  ttie 
downward  adjustment  does  not  ccroe  into  force  until  the  employee   reaches 
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age  65  and  qualifies  to  receive  the  government  pension.  The  employee 
who  retires  early  or  whose  normal  retirement  age  is  below  age  65  often 
is  entitled  to  a  supplement  or  "bridge  benefit"  payable  frcri  retirement 
age  to  age  65.  Where  the  employee's  earnings  do  not  vary  widely,  for 
example  in  most  unionized  groups,  a  stacked  plan  may  be  appropriate  with 
or  without  a  bridge  benefit. 

An  alternative  to  the  bridging  supplement  in  a  pension  plan  is  a 
"notched"  or  "level  income"  option  for  those  retiring  before  age  65. 
This  allows  the  onployee  at  his  or  her  option  to  convert  the  pension 
into  a  larger  amount  payable  until  age  65  and  a  lower  amount  thereafter 
so  as  to  coordinate  with  government  benefits.  The  notched  option  was 
popular  witli  employees  retiring  at  age  65  when  CftS  was  payable  from  age 
70;   but   is  now  of  less   importance. 

Windfall  Effects 

Introduction  of  the  Canada  Pension  Plan 

Many  employment  pensions  will  not  achieve  full  integration  with 
the  Canada  Pension  Plan  until  the  year  2001  even  though  the  full  CPP 
benefits  became  payable  in  1976.  These  employment  plans  are  based 
on  the  rationale  that  the  full  pension  accrues  over  35  years  of  service 
and  that  the  deduction  to  integrate  should  also  accrue  over  3  5  years 
but  ignoring  years  of  service  before  1966.  For  example,  the  Ontario 
Public  Service  plan  with  step  rate  benefit  integration  provides  2  per 
cent  of  the  best  five  years'  average  earnings  for  each  year  of  service 
to  a  maximum  of  35  years  reduced  by  .7  per  cent  of  the  last  three  years' 
average  YMPE  for  each  year  of  service  after  1965  to  a  maximum  of  35 
such  years  (for  those  earning  above  the  YMPE).  The  reduction  for 
long-service  employees  will  eventually  be  .7  per  cent  for  35  years  v\^ich 
is  approximately  equal  to  25  per  cent  of  the  last  three  years '  average 
YMPE,  that  is,  a  reduction  equal  to  the  CPP  benefit. 

There  are  two  reasons  for  this  approach  and  for  the  "windfall" 
received  by  those  retiring  between  1966  and  2001. 

a)  Had  the  full  CPP  benefit  been  deducted  during  the  10-year 
transition  period  fron  1966  to  1975,  low-paid  employees  might 
have  obtained  no  benefit  accruals  or  might  even  have  seen  their 
benefits  decrease.  It  would  not  have  been  acceptable  for  the 
employer  to  receive  the  entire  advantage  of  the  CPP  benefits, 
especially  as  these  benefits  were  highly  subsidized  in  the 
early  years. 

b)  In  nearly  all  contributory  plans  the  employee  contributions 
were  reduced  starting  in  1966,  but  until  then  the  employees 
had  made  full  contributions.  In  view  of  this  it  was  thought 
appropriate  to  leave  unchanged  tlie  benefit  formula  for  service 
prior  to  1966. 
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For  most  methods  of  integration  therefore,  employees  vvho  retired  at 
the  end  of  1975  only  felt  the  effect  of  10/35ths  of  the  full  integra- 
tion. Having  contributed  to  the  CPP  for  only  10  years,  the  value  of  CPP 
benefits  was  much  greater  than  that  of  their  own  and  the  employer's 
contributions;  in  effect  they  received  the  maximum  benefit  for  the 
minimum  contributions.  The  position  of  those  retiring  in  the  near 
future  is  still  very  favourable,  since  they  receive  the  same  25  per 
cent  CPP  benefit  as  those  retiring  after  2000  having  made  35  years'  of 
contributions. 

Figure  5  illustrates  now  the  windfall  arises  with  step-rate  inte- 
gration and  how  employees  retiring  after  1966  receive  slowly  decreasing 
percentages  of  pay  fran  the  total  system.  This  has  not  given  rise  to 
any  serious  problem  hsecause  of  the  rising  CPP  benefit  levels  resulting 
frcsn  the  increasing  YMPE.  However,  any  additional  improvement  in  CPP 
brought  in  immediately  or  phased  in  over  a  relatively  short  period  (say 
10  years)  would  almost  certainly  result  in  another  windfall. 

Increase  in  the  YMPE  under  the  Canada  Pension  Plan 

A  second  windfall  is  accruing  because  of  the  "catch-up"  provi- 
sion by  v\iiich  the  YMPE  is  rising  at  12  1/2  per  cent  per  annum  until  it 
reaches  the  average  wage  index.  In  this  case  the  employer  receives  the 
windfall  at  the  expense  of  the  arployee  earning  above  the  YMPE  with  the 
benefit  step  rate  method.  Tliis  is  because  reductions  in  the  employee's 
contribution  to  the  employment  pension  plan  were  based  on  the  YMPE  in 
effect  in  each  year  of  contribution.  The  reduction  in  benefits  on  the 
other  hand  is  based  en  the  average  YMPE  in  the  three  years  just  prior  to 
retirement.  While  the  YMPE  is  growing  at  12  1/2  per  cent  per  year 
the  anployment  pension  full  formula  will  only  apply  at  retirement  to 
earnings  above  a  much  higher  average  YMPE.  Thus  each  increase  of  $1,000 
in  the  YMPE  would  cause  a  reduction  in  the  pension  of  an  Ontario  civil 
servant  of  .7%  x  14  years  x  $1,000  or  $98  a  year  (before  retirement 
in  1980).  Ihe  total  pension  income  of  the  employee  would  be  greater 
since  he  or  she  will  gain  an  extra  $250  from  the  CPP,  but  the  balance 
of  contributions  and  benefits  in  the  company  plan  is  disturbed.  If 
the  YMPE  were  increased  suddenly  and  substantially,  an  employee  who 
contributed  in  the  past  on  earnings  above  the  YMPE  might  obtain  no 
pension  on  earnings  above  the  Y'MPE.  In  that  event,  an  amendment  to  tlie 
pension  plan  preserving  past  haenefits  and  providing  for  a  new  start  to 
the  integration  formula  would  be  needed. 

Increase  in  OAS  or  CPP  Benefits 

If  CPP  benefits  were  increased  fron  the  present  25  per  cent  to  40 
per  cent  (for  example)  there  would  be  no  change  in  the  pension  in  a  step 
rated  plan  or  an  ineligible  earnings  plan.  However,  a  deduction  would 
occur  in  the  pension  fron  a  benefit  offset  plan,  and  the  onployee  would 
not  gain  the  full  amount  of  the  CPP  increase.  The  same  is  true  for  an 
increase   in  the  CftS  pension.      Where    the    increase    in    the   payment   from 
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the  CftS  or  the  CPP  is  merely  by  the  adjustment  to  the  increase  in  the 
Consumer  Price  Index,  the  Ontario  Pension  Benefits  Act  prevents  any 
reduction  in  the  employiTient  pension  for  pensions  in  payment  on  and  after 
September  15,  1976.(11)  Otherwise  the  eiiployer  would  benefit  every  time 
the  government  payments  were  adjusted  to  the  cost  of  living. 

Benefit  Offset  Integration 

This  method  of  integration  can  be  divided  into  two  types: 

a)  proportional  offset:  the  amount  of  offset  in  the  benefit 
is  related  to  the  number  of  years  the  employee  was  in  the 
employment  pension  plan;  and 

b)  non-proportional  offset:  the  benefit  fron  the  plan  is  directly 
reduced  by  the  amount  of  government  payment  received  witiiout 
reference  to  years  of  membership  in  the  employment  pension  plan 
whose  benefit  is  reduced. 

The  non-proportional  offset  is  inequitable  for  the  employee  vho  has 
more  than  one  employer,  because  the  benefit  from  each  oiiployment  pension 
plan  is  directly  reduced  by  the  amount  of  payments  from  government 
programs.  Even  if  the  offset  is  only  part  of  the  CPP  or  Q\S  payment  an 
inequity  will  exist.  The  windfall  to  the  employer  is  clearly  unjust, 
and  several  briefs  to  the  Conmission  recorimended  a  prohibition  of  this 
type  of  integration. 


LEGISIATIVE  SAFEGUARDS 

The  Ontario  Pension  Benefits  Act  recognizes  integration  in  Section 
21(2): 

"If  a  pension  plan  so  provides,  an  employee  may  on  or  before  at- 
taining normal  retirement  age  as  defined  by  the  plan,  elect  to 
receive  an  annuity  the  amount  of  which  is  varied  by  reference  to 
benefits  payable  under  the  Old  Age  Security  Act  (Canada)  or  under 
any  other  pension  plan  administered  by  the  Government  of  Canada  or 
by  the  government  of  a  province  of  Canada." 

This  recognition,  however,  is  for  a  "notched  option"  described 
above,  and  does  not  refer  to  the  methods  of  integration  which  have 
developed  primarily  since  the  introduction  of  the  CPP. 

Section  22(3)  of  the  act  took  into  the  account  the  effect  of  the 
Canada  Pension  Plan. 

"No  amendment  of  a  pension  plan  consequent  upon  the  coming  into 
force  of  the  Canada  Pension  Plan  shall  adversely  affect  the  pension 
benefit  credits  of  any  member  in  respect  of  remuneration  and  ser- 
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vice  or  membership  in  the   plan   prior    to   the   1st   day   of   January, 
1966." 

The  only  otlier  regulatory  reference  is  in  Regulation  22  referred  to 
above  v\^ich  prohibits  reduction  for  increases  determined  by  reference  to 
the  Consumer  Price  Index.  The  act  is  otherwise  silent  as  to  methods  and 
results  of   integration. 


THE  CXDMMISSION'S   POSITION 

In  general,  integration  of  employment  pension  pins  wiUi  government 
programs  may  be  seen  as  a  logical  step  in  the  provision  of  retirement 
income,  especially  if  the  goal  is  a  specific  level  of  total  income 
from  both  private  and  public  sources.  Integrated  programs  may  avoid 
excessive  overall  replacement  ratios,  and  at  the  same  time  achieve  a 
reasonable  degree  of  equity  among  employees  in  various  categories :  low 
and  high-paid,  long  and  short-service  -  at  least  in  so  far  as  benefits 
are  concerned. 

Not  all  integration  formulas  are  fair,  however,  especially  in  the 
manner  costs  are  shared  kaetween  the  employer  and  employees;  nor  is  it 
always  possible  for  the  individual  member  to  judge  whether  or  not  a 
particular  formula  is  equitable,  or  even  understand  how  it  is  likely  to 
affect  his  or  her  eventual  pension.  vVe  are  of  the  opinion  therefore 
that  furtlier  legislative  protection  is  needed.  This  is  especially  so  if 
increases  are  made  in  either  QAS  and  CPP  benefits  or,  in  the  case  of  tl\e 
CPP,  contribution  rates  are  increased  or  the  YMPE  levels  are  increased 
beyond   the  present  catch-up  increases  up  to  the  AIW. 

The  windfall  created  by  the  introduction  of  the  CPP  is  now  declin- 
ing and  is  probably  acceptable  to  employer  and  employee  alike.  Other 
windfalls,  v^tiether  created  by  the  operation  of  a  formula  reduction, 
an  increasing  YMPE,  or  a  direct  offset,  must  be  judged  against  one 
principle  -  will  the  employee  receive  v\iiat  he  or  she   is  paying   for? 

Looking  at  the  application  of  the  benefit  step  rate  method  with  a 
rising  YMPE  we  find  that  the  employer  is  getting  some  windfall  at  tiie 
expense  of  the  employee,  but  that  at  the  present  time  the  increased 
amount  of  CPP  will  offset  tiie  reduction  in  employment  pension. 

If  the  YMPE  or  CPP  benefits  or  the  OAS  were  to  increase  sharply 
in  the  future,  a  further  windfall  would  be  created.  In  that  event 
legislation  should  protect  benefits  accrued  prior  to  such  changes. 
Section  22(3)  of  the  Pension  Benefits  Act  should  be  amended  to  replace 
the  concept  of  "adversely  affecting  pension  benefits,"  v^ich  requires  a 
measurement  of  "adversely,"  with  a  definite  protection  of  accrued  pen- 
sion benefits,  first  up  to  January  1,  1966  when  the  CPP  came  into  force 
and  secondly  up  to  the  time  of  any  new  amendment  affecting  the  benefit 
levels  of  the  CPP.     The  act  should  make    it   clear   that  an   integration 
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formula  must  not  operate  so  as  to  reduce  a  person's  accrued  benefits  - 
or  in  a  vay  that  vsould  reduce  the  value  of  employee  contributions  either 
before  or  after  any  CPP  amendment. 

Finally,  the  windfall  to  the  employer  from  the  direct  benefit 
offset,  where  the  offset  is  not  proportional  in  some  way  to  the  contrib- 
utory period  witti  the  employer,  offends  the  principle  of  protection 
for  the  value  of  the  employees'  contributions.  The  statistics  show 
that  there  are  over  71,000  plan  members  in  the  combined  private  and 
public  sectors  in  Oitario  who  are  subject  to  benefit  offset  integration. 
Those  affected  by  the  non-proportional  offset  may  receive  very  little  in 
excess  of  the  government  benefits  to  show  for  their  contributions  to 
employment  pension  plans. 

The  Old  Age  Security  pension  differs  somewhat  frcm  the  CPP  because 
it  is  paid  out  of  general  government  revenue  rather  than  by  a  payroll 
tax  or  contributions.  Thus  it  is  not  as  easy  to  assess  its  value 
in  terms  of  employee  contributions.  The  Commission  therefore  would 
reconmend  that  direct  benefit  offsets  be  prohibited  for  all  future 
increases  in  the  benefit  levels  of  CF^S  whether  or  not  they  are  linked  to 
the  Consumer  Price  Index. 

Canada  Pension  Plan  benefits  enter  into  integration  mechanisms  in  a 
great  variety  of  ways,  many  of  which  appear  to  aim  at  maintaining  a 
reasonable  balance  of  interest  as  between  employer  and  employee  and 
among  members  in  various  age  and  earnings  categories.  Some  integration 
methods,  however,  are  demonstrably  unjust.  Accordingly,  the  Commission 
is  prepared  to  reconmend  the  explicit  prohibition  of  non-proportional 
offsets  in  respect  of  any  increase  in  benefits  provided  through  future 
amendments  to  the  Canada  Pension  Plan;  this  provision  would  be  in  ad- 
dition to  the  existing  protection  of  benefit  increases  arising  from 
price  or  wage  indexing    (in  Regulation  654,   s.22). 

Because  it  is  unlikely  that  CftS  or  CPP  levels  will  increase  in  the 
near  future  the  Commission  does  not  see  a  need  for  phasing  in  these 
regulatory  measures.  There  will  be  time  for  employers  to  amend  their 
plan  formulas  to  reflect  a  different  method  of  integration.  Similarly, 
since  the  YI^IPE  is  calculated  to  meet  the  AIW  about  1985,  no  further 
windfall  gain  from  the  rising  YMPE  should  be  allowed  to  the  employer 
after  that  point  is  reached. 

While  the  Gcxnmission  sees  no  need  at  present  to  prevent  the  general 
use  of  integration  methods  other  than  those  mentioned  above,  it  is 
concerned  that  some  specific  formulas  may  operate  -  unintentionally 
perhaps  -  in  such  a  way  as  to  yield  inequitable  results  for  some  em- 
ployees either  now  or  in  the  future.  The  same  may  be  true  of  certain 
alternative  pension  calculations  (e.g.,  minimum  pension  formulas)  which 
could  have  an  effect  similar  to  that  of  a  prohibited  type  of  offset. 
For  immediate  purposes  it  is  possible  only  to  establish  the  most  obvious 
criterion  for  such  arrangements:      that   the   employee's   accrued   rights 
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should  be  protected  in  all  cases  against  offsets  for  future  improvements 
in  public  plans.  Furtlier  measures  to  deal  with  inequities  in  this  grey 
area  of  employment  pensions  should  be  the  subject  of  careful  study  by 
the  Pension  Commission  of  Ontario. 

If  the  government  sees  fit  to  adopt  the  mandatory  plan  recommended 
by  tiie  Commission  there  should  be  no  reason  to  limit  the  employer's 
right  to  integrate  the  employment  pension  plan  with  that  system,  pro- 
vided all  pension  benefit  credits  accrued  to  the  time  of  the  commence- 
ment of  the  mandatory  plan  are  protected  under  the  Pension  Benefits 
Act.  Because  the  mandatory  plan  is  a  defined  contribution  plan  the 
integration  will  be  through  tlie  contribution  formula  and  no  inequities 
should  arise  out  of  integration. 

The  Commission  therefore  reconmends  that: 

1.  For  existing  plans,  reduction  in  benefits  by  reference  to  any 
increase  in  the  level  of  Old  Age  Security  payments,  whether  or 
not  for  increases  related  to  the  Consumer  Price  Index  above  the 
levels  set  at  the  end  of  December  1979,   should  be  prohibited. 

2.  For  new  plans,  reduction  in  employment  pension  plan  benefits 
by  reference  to  any  benefit  from  Old  Age  Security  should  be 
prohibited . 

3.  Non-proportional  methods  of  benefit  offset  integration  should 
be  prohibited  by  the  Pension  Benefits  Act  for  all  new  plans, 
and  for  all  existing  plans  should  be  prohibited  for  all  pen- 
sions conmencing  on  or  after  the  date  of  coming  into  force  of 
this  legislation. 

4.  For  all  amendments  to  the  CPP  coming  into  effect  after  January 
1,  1980  resulting  in  a  direct  increase  in  benefit  levels  or 
increased  employee  contribution  rates,  integration  by  any 
method  should  be  prohibited  if  it  would  have  the  effect  of 
reducing  the  pension  benefit  to  less  than  the  value  of  the 
employee's  benefits  accrued  in  the  employment  pension  plan 
to  the  date  of  such  amendment,  or  the  value  of  employee's 
contributions,  vviiichever  is  greater. 

5.  For  all  increases  in  CPP  benefit  levels  resulting  from  an 
increased  YMPE  after  the  year  in  which  the  YMPE  equals  or 
exceeds  the  Average  Industrial  Wage,  integration  by  any  method 
should  be  prohibited  if  it  would  have  the  effect  of  reducing 
the  pension  benefit  accrued  in  the  employment  pension  plan  to 
that  date  to  less  than  the  employee's  benefits  accrued  to  that 
date  or  the  value  of  the  anployee's  contributions,  vvhichever  is 
greater. 
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Integration  of  employment  pension  plan  benefits  with  the  man- 
datory plan  recommended  by  tlie  Commission  should  be  permitted, 
provided  that  pension  benefits  accrued  to  the  commencement  of 
the  mandatory  plan  shall  not  be  reduced  by  any  payment  fran  die 
mandatory  plan. 

For  all  plans,  steps  should  be  taken  after  an  appropriate  study 
by  the  Pension  Ccsnmission  of  Ontario  to  ensure  that  any  pension 
integration  formula  is  consistent  witli  the  principle  that  the 
accrued  rights  of  each  employee  be  preserved,  and  that  its 
operation  is  adequately  explained  to  all  plan  members. 
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NOTES 

(1)  Statistics   Canada,    "Pension   Plans  in    Ontario,     1978,"    unpublished. 

(2)  For   example.    Queen's   University   operates   a   money-purchase  plan 
with   a   defined   benefit   guarantee.       (Brief   227,    p.    3.) 

(3)  Ontario   Pension   Benefits   Act,    sections   21(1)    and    1(1)(e). 

(4)  Letter,    January    30,     1976   from  Donald    S.    Macdonald,    Minister   of 
Finance,    to    W.W.    Potter,    Executive  Vice-President,    Trust   Companies 
Association   of    Canada. 

(5)  The    Canadian   Life    Insurance   Association,    Brief   94,    p.    8. 

(6)  Dominion    Foundries   and    Steel    Limited,    Brief    129,    pp.     17-19. 

(7)  See:      James   E.    Pesando,    Private  Pensions   in   an   Inflationary 
Climate:       Limitations    and  Policy  Alternatives    (monograph),    revised 
ed.,    January    1979,    pp.    53    ff. 

(8)  This  point  was  made   in    Brief    154,    Hamilton    Civic    Hospitals, 
Quarter   Century   Club. 

(9)  Ontario    Confederation   of    University   Faculty   Associations,    Brief 
188,    pp.     14-19. 

(10)  The    Anglican    Church   of    Canada    (Brief    220)    argues   that   eligibility 
for    survivor  benefits    should    not   be   lost   by   divorce.      This  might 
create    some   very   complex    situations   for   the    employer   and    the   plan 
member   unless   the   parties    settled   pension    rights   between    them    as 
part   of   the    divorce  proceedings. 

(11)  O.    Reg.    654,     s.    22,    effective    September    14,     1976. 


302 


LIST  OF  TABLES 

Table  1  -  Benefits  to  Survivor  on  Ceath  of  Employee 
Before  Retirement  by  Sector,  1972,  1976, 
and  1978,  Ontario  276 

Table  2  -  Benefits  to  Survivor  on  Death  of  Pensioner 
After  Retiranent  by  Sector,  1972,  1976,  and 
1978,  Ontario  278 

Table  3  -  Percentage  of  Tbtal  Incccne  Assessed  by 

Source  for  Persons  Age  65  and  Over,  Canada, 

1976  281 

Table  4  -  Examples  of  Total  Pension  Inccme  without 

Integration  287 

Table  5  -  Step  Rate  Integration  -  Example  of 

Contributions  and  Benefits  292 

Table  6  -  Type  of  Pension  Plan  and  Method  of 

Integration  with  Canada  Pension  Plan  in 

Ontario  Private  Sector,  1978  294 


LIST  OF  FIGURES 

Figure  1  -  Effect  of  Stacking  (No  integration)  289 

Figure  2  -  Effect  of  Full  Integration  289 

Figure  3  -  Effect  of  CPP  Integration  290 

Figure  4  -  Effect  of  Partial  CPP  Integration  290 
Figure  5  -  Windfall  Arising  from  Step  Rate 

Integration  291 


303 


Chapter  12 


Recommendations  for  Employment  Pension  Design 


CHAPTERS  8  TO  11  REVISITED 

In  the  preceding  four  chapters  we  have  looked  at  some  of  the  diffi- 
culties arising  from  existing  pension  plan  design  as  part  of  our  assess- 
ment of  the  effectiveness  of  current  retirement  income  arrangements  in 
Ontario.   In  summary  we  have  found: 

1.  At  least  a  million  and  a  half  v\orkers  in  Ontario  have  no  access 
to  an  employment  pension  plan  and  have  not  elected  to  institute 
an  RRSP.  On  the  basis  of  past  experience  it  is  unlikely  that 
coverage  in  employment  pension  plans  will  exceed  50  per  cent  in 
the  foreseeable  future. 

2.  Job  mobility  in  Ontario  is  such  that  with  existing  arrangements 
for  portability  there  is  only  a  fair  probability  that  members 
of  a  pension  plan  will  receive  a  significant  amount  of  pension 
at  retirement.  Existing  or  earlier  vesting  rules  will  not 
provide  complete  portability.  Portability  itself  is  a  counsel 
of  perfection  except  in  a  homogeneous,  universal  plan. 

3.  Pensions  of  terminated  employees  are  often  paid  for  by  employee 
contributions  alone  in  a  contributory  plan,  and  suffer  most 
fran  inflation  and  lack  of  improvements  vtien  they  are  locked  in 
between  termination  and  normal  retirement  age. 

4.  The  defined  benefit  plan  design,  particularly  with  a  final  or 
best  average  formula,  provides  the  best  pension  for  a  long 
service  employee;  but  it  involves  inter-worker  subsidies  be- 
tween long  and  short  service  workers  and  between  young  and  old 
workers.   Its  complexity  prevents  the  plan  member  from  having 
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a  clear  understanding  of  the  subsidies,  the  group  funding 
principle,  or  (in  a  contributory  plan)  the  relationship  of 
contributions  to  tJie  cost  of  benefits. 

5.  Ihe  deferred  wage  concept  is  not  wholly  recognized  in  any  of 
the  existing  plan  designs  except  where  there  is  immediate 
vesting. 

6.  Funding  of  defined  benefit  plans  is  complex  and  subject  to 
problems  arising  from  the  need  to  forecast  the  future  for 
investinent  returns,  inflation,  mortality,  and  terminations. 
The  range  of  permissible  judgments  in  the  forecasting  and  the 
consequent  potential  for  error  has  lead  to  concern  about  the 
soundness  of  funding.  Even  where  funding  is  satisfactory  on  a 
going  concern  basis,  v^ich  assumes  the  continuance  of  the  plan, 
the  fact  tliat  the  employer  can  decide  to  terminate  the  plan  at 
any  time  neans  that  not  all  benefits  are  likely  to  be  funded  at 
the  time  of  windup,  and  some  promised  benefits  (in  extreme 
cases,  vested  benefits)  will  not  be  paid.  The  complexity  of 
the  funding,  even  if  details  are  disclosed,  prevents  the  plan 
memter  fran  being  able  to  assess  tiie  financial  soundness  of  the 
plan. 

7.  Inflation  has  led  to  experience  deficiencies  in  many  final  or 
bast  average  plans.  Career  average  plans  which  have  not  been 
updated  have  fallen  behind  in  the  value  of  benefits,  and  this 
has  raised  serious  questions  about  the  real  value  of  enployees' 
contributions  locked  into  such  plans.  Inflation  has  also 
brought  pressure  for  indexing  of  post-retirement  benefits.  As 
such  indexing  may  not  be  pre-funded,  it  either  creates  more 
difficulties  for  the  distribution  of  assets  on  plan  termination 
or  misleads  plan  irembers  into  assuming  more  inflation  protec- 
tion than  actually  is  provided. 

8.  Survivor  benefits  for  spouses  are  a  necessary  feature,  but  are 
not  uniformly  available  in  existing  pension  plans.  Some  plans 
do  not  provide  for  payment  of  interest  on  employee  contribu- 
tions v*iere  refunds  are  made  on  death  before  retirement. 

In  the  Commission's  qpinion  the  answer  to  these  difficulties  is 
a  change  in  the  philosophy  underlying  employment  pension  design  and 
the  use  of  government  authority  for  the  protection  of  all  workers  in 
Ontario. 

The  necessary  change  in  approach  is  away  fron  group  responsibility 
and  toward  individual  responsibility  in  the  provision  of  retirement 
inccxne  through  employment  pensions.  This  shift  would  reflect  not  only 
individualism  but  a  recognition  that  cost  subsidies  among  members  of  a 
group  are  no  longer  as  acceptable  as  they  were  in  the  1960s,  perhaps 
because  of   an   increased  awareness   of    the   long-term  effects   of   such 
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subsidies.  At  the  same  time  there  is  a  nev/  concern  about  the  cost 
of  providing  retirement  income  in  the  future  and  the  need  to  control 
cost  and  relate  it  specifically  to  the  benefit.  This  concern  has 
increased  with  the  realization  in  the  late  1970s  tliat  resources  were  not 
unlimited,  and  a  continuation  of  rapid  economic  growth  could  not  be 
assuraed . 

A  change  from  group  to  individual  responsibility  is  timely.  The 
obvious  advantage  of  the  group  approach  is  that  it  permits  immediate 
protection  for  some  members.  It  was  the  application  of  that  principle 
which  enabled  the  Canada  Pension  Plan  to  pay  full  benefits  after  a 
transitional  period  of  only  ten  years.  Similarly  in  defined  benefit 
employment  pension  plans,  benefit  entitlements  are  created  which  far 
exceed  the  value  of  employee  contributions  for  some  long-service  work- 
ers. Today,  CPP  benefits  coupled  with  those  from  other  government 
programs  provide  an  adequate  base  (except  for  some  single  persons)  upon 
which  a  new  type  of  private  retirement  income  provision  can  be  built. 
Thus,  with  immediate  and  urgent  retirement  incone  needs  satisfied  we  can 
turn  our  attention  to  a  pension  design  v^ich  will  allow  individuals  to 
build  up  their  cwn  retirement  incone  over  longer  periods  of  time  than 
was  formerly  possible. 

The  Commission  is  therefore  recommending  the  institution  of  a 
mandatory  retirenent  savings  plan  on  an  individual  account  basis  for  all 
workers  in  Ontario  between  the  ages  of  18  and  65.  Such  a  scheme  would 
be  superimposed  on  the  OAS  and  CPP  programs  and  would  constitute  a 
savings  level  of  retirement  incone.  Its  aim  would  be  a  pension  based  on 
earnings  up  to  the  Average  Industrial  Wage.  It  would  not  interfere  with 
the  continuation  of  existing  employraent  pension  plans,  which,  it  is 
hoped,  would  continue  to  provide  retirenent  incoie  -  although  on  a  more 
voluntary  and  somewhat  improved  basis.  Opting-out  of  the  mandatory  plan 
would  be  permitted  in  certain  circumstances. 

The  proposed  mandatory  plan  has  many  advantages: 

1.  It  provides  coverage  for  that  part  of  the  work-force  which  at 
present  has  no  access  to  employment  pension  plans,  and  includes 
part-time  and  seasonal  workers.  This  is  a  most  important 
advantage,  since  no  adjustment  of  voluntary  pension  plans  can 
achieve  this  coverage. 

2.  It  provides  a  direct  and  visible  relationship  between  benefit 
and  cost  to  the  worker,  and  a  predeterminable,  fixed  cost  to 
the  employer. 

3.  It  makes  retirement  income  provision  the  responsibility  and 
entitlement  of  the  worker  through  immediate  vesting  and  com- 
plete portability,  and  permits  the  contributor  to  see  the 
growth  of  the  individual  account  created  by  both  employer  and 
employee  contributions. 
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4.  It  noves  away  from  tlie  concept  of  a  pension  as  a  long-service 
reward  and  toward  that  of  deferred  wayes  -  a  change  we  believe 
is  necessary  in  light  of  increasing  job  nobility. 

5.  It  prevents  the  loss  of  pension  assets  tlirough  individual  ter- 
mination and  cash  withdrawal. 

6.  It  affords  the  individual  an  opportunity  to  participate  in  the 
investment  of  his  or  her  account. 

7.  It  permits  the  encouragement  of  employment  pension  plans  to 
develop  along  lines  determined  by  collective  bargaining  with  a 
minimum  of  government  regulation. 

8.  It  will  cause  employees  to  re-examine  existing  pension  arrange- 
ments. Employers  will  consider  v^4^ether  they  wish  to  opt  out  of 
the  scheme  or  vi^ether  plans  should  be  changed. 

9.  It  provides  full  funding  on  an  iiiimediate  and  continuing  basis. 

10.  It  allows  tlie  individual  to  benefit  fran  increases  in  nominal 
interest  rates  as  a  measure  of  pre-retirement  inflation  protec- 
tion and  also,  through  the  participating  annuity  option,  to 
obtain  some  protection  of  purchasing  power  after  retiranent. 

11.  It  ronoves  uncertainty  about  pension  entitlement  in  periods 
of  broken  service,  whether  through  sickness,  unemployment, 
or  short  service;  and  it  involves  no  subsidy  from  the  less 
fortunate  to  the  more  fortunate. 

In  many  respects  one  could  argue  that  the  Canada  Pension  Plan  has 
most  of  the  same  advantages  without  the  need  for  another  cumbersome 
system.  But  the  difference  between  what  the  Commission  recommends 
and  increasing  benefits  under  the  CPP  is  major  and  crucial.  This 
difference  is  in  the  cost-benefit  relationship  and  the  funding.  We 
have  considered  the  problemis  of  virtual  pay-as-you-go  funding  in  the 
CPP  and  the  inherent  dangers  of  inter-generational  funding  with  a  de- 
clining birth  rate  and  v\^  are  very  much  opposed  to  any  increase  in  CPP 
benefits,  viiich  can  only  serve  to  compound  the  existing  funding  and 
subsidy  problons.  The  CPP  is  serving  a  specific  purpose  and  its  design 
is  entrenched.  Any  improvements  in  the  delivery  of  retirement  income 
must  cane  from  a  design  vAiich  requires  full  and  iiimediate  funding. 

There  are  certain  admitted  difficulties  in  implementing  a  mandatory 
retirement  savings  plan.  The  chief  objection  to  our  recommendations 
will  be  the  additional  cost  to  the  employer  -  in  particular,  the  small, 
marginal  anployer.  Here  the  most  caiimon  reasons  for  not  instituting  a 
pension  plan  have  been  the  administrative  expense  and  the  fact  tliat  con- 
petitors  without  plans  vx)uld  have  a  co-apetitive  cost  advantage.  Neither 
of  tliese  problems  will   arise    in   the  mandatory  plan  we  propose.      For 
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those  employers  already  sponsoring  plans  the  opting-out  provisions  will 
provide  relief  from  additional  cost.  The  opportunity  for  opting-out  is 
important  in  order  to  encourage  the  continuation  of  existing  plans  and 
also  because  other  reconmended  improvements  for  these  plans,  such  as 
earlier  vesting,  will  result  in  additional  costs  to  these  enployers. 

A  second  objection  which  may  be  raised  is  that  the  mandatory 
schane,  based  on  money-purchase,  will  provide  an  inferior  benefit  to  the 
defined  benefit  type.  This  is  true  at  least  in  the  early  stages,  as  we 
have  pointed  out,  for  the  long-service  employee.  However  the  advantages 
of  the  individual  account  over  the  defined  benefit  for  most  workers 
are  patent.  In  any  case  the  defined  benefit  plan,  with  recommended 
improvements,  should  continue  in  the  fourth  level  of  retirement  income 
provision  with  greater  emphasis  on  meeting  needs  of  specific  employers 
and  employees. 

The  proposed  method  of  administration  may  also  give  rise  to  some 
objections.  The  idea  of  a  central  pension  agency  in  Ontario  has  not 
been  favoured  in  the  past.  However,  we  feel  that  such  an  agency  will 
serve  as  a  control  on  the  private  pension  facilitators  who  stand  to 
benefit  fron  additional  pension  accounts  to  administer.  It  could  also 
parform  a  useful  distributive  function,  similar  to  that  provided  for  the 
CPP  by  Revenue  Canada.  Administrative  questions  also  encompass  uni- 
formity. Our  proposal  affects  all  workers  in  Ontario.  Interprovincial 
migration  of  workers,  particularly  with  the  opting-out  provisions,  will 
create  difficulties.  But  difficulties  arising  from  migration  are  not 
new  and  should  be  capable  of  resolution  through  co-operation  among  the 
provincial  regulatory  authorities. 

Tne  rest  of  this  chapter  is  devoted  to  a  detailed  explanation  of 
the  mandatory  retirenent  savings  plan  recommended  by  the  Commission. 
We  have  designated  this  plan  "Provincial  Universal  Retirement  System" 
(PURS)  throughout  the  discussion.  Recognizing  the  cost  effects  of  the 
introduction  of  PURS  for  employers  who  already  have  pension  plans,  we 
present  alternative  reccsnmendations  for  those  plans  depending  on  whether 
or  not  PURS  is  adopted.  For  example,  if  PURS  is  adopted  we  recommend  a 
ten-year  vesting  rule  for  all  anployment  pension  plans;  if  PURS  is  not 
adopted  we  recaranend  a  five-year  vesting  rule.  Ihese  alternatives  are 
set  out  in  full  at  the  end  of  the  chapter.  In  addition,  however,  there 
are  other  recommendations  for  improvement  in  existing  plans  whether  or 
not  PURS  is  adopted.  These  reconmendations  appear  throughout  the  text. 
For  example,  the  recommendations  for  "Rights  on  Termination"  at  the 
end  of  Chapter  8  are  to  apply  regardless  of  any  action  on  the  PURS 
recoTimendations . 


PROVINCIAL  UNIVERSAL  RETIREMENT  SYSTEM    (PURS) 

The  Commission  envisages  PURS  as  a  mandatory  plan   superimposed   on 
the  OAS  and  the  CPP.     We  refer   to   it  as   a    "savings"    level    in  pension 


308 


planning.  We  see  the  continuance  of  existing  employment  pension  plans 
and  the  development  of  new  ones  to  accommodate  particular  needs  of 
groups  of  employees  for  retirement  inccme.  Employers  will  still  wish  to 
provide  pensions  related  to  earnings  above  the  AIW,  and  may  wish  to 
provide  benefits  in  addition  to  those  available  in  a  universal  plan. 
Thus,  there  will  continue  to  be  room  for  innovation  in  such  benefits 
as  early  retirement  and  indexing,  and  for  implementation  of  various 
design  features  arrived  at  in  collective  bargaining  or  desired  by  the 
employer. 

Two  important  factors   in  the  relationship  of  PURS  to  other  elements 
of  retirement   income  should  be  noted: 

-  Because  PURS  is  a  money-purchase  plan  it  will  benefit  from  high 
ncminal  rates  of  interest  in  an  inflationary  period  (the  infla- 
tion dividend)  but  it  will  suffer  erosion  once  pensions  are  in 
payment  if  inflation  continues.  Therefore  it  is  important  that 
serious  consideration  be  given  to  our  recommendations  in  the 
chapter  on  inflation  so  that  through  the  fully- indexed  OAS  and 
CPP,  PURS  and  some  type  of  inflation  protection,  the  selected 
per  cent  of  the  AIW  provided  through  government  initiatives  can 
be  maintained  in  its  purchasing  power  as  far  as  possible. 

-  We  reconmend  a  right  to  limited  opting-out  from  PURS  for  those 
employers  already  having  pension  plans,  many  of  them  with  better 
benefits  than  PUF?S.  The  Commission  has  many  reservations  about 
the  equity  of  design  in  a  defined  benefit  plan  and  is  particu- 
larly reluctant  to  see  more  problems  created  such  as  those  which 
currently  plague  the  Canada  Pension  Plan.  It  has  therefore 
selected  a  money-purchase  or  individual  account  approach  for 
PURS,  and  requires  a  guaranteed  money-purchase  element  in  any 
defined  benefit  plan  that  is  to  qualify  for  opting-out.  For 
this  reason  there  must  be  a  suitable  length  of  time  for  the 
phasing-in  of  PURS  to  allow  employers  to  adjust  their  fourth 
level  plans  accordingly,  and  to  allow  those  employees  who  are 
already  well  into  their  careers  (for  whom  the  PURS  plan  will 
never  mature)  to  obtain  proper  benefits  from  their  present 
plans.  Enployers  v^o  do  not  have  plans  at  present  should  be 
obliged  to  contribute  to  PURS  as  soon  as  it  has  been  set  up. 
Coverage  then  will  be  provided  without  delay  for  those  who  are 
not  new  in  any  pension  plan. 

Objectives 

1.  TO  PROVIDE  A  SUM  OF  MONEY  WHICH  WILL  PURCHASE  ON  RETIREMENT  A 
PENSION  ANNUITY  EQUIVALENT  TO  THAT  PERCENTAGE  OF  TOE  AVERAGE  INDUS- 
TRIAL WAGE  AT  THE  TIME  TOE  CONTRIBUTOR  REACHES  AGE  65  WHICH  TAKEN 
WITO  OAS  AND  CPP  WILL  PROVIDE  A  REASONABLE  NET  REPLACEMENT  RATIO  TO 
PRE-RETIREMENT  INCOME. 
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The  plan  is  earnings-related  and  would  be  limited  to  a  pension 
based  on  earnings  up  to  the  Average  Industrial  Wage  on  the  ground  that 
government  interference  is  not  needed  to  protect  either  individuals  or 
society  for  income  replacement  of  more  than  say,  65  per  cent  of  that 
amount.  Ihe  exact  percentage  which  a  mandatory  plan  should  provide 
should  be  derived  by  reference  to  net  replacement  ratios  with  the  aim 
of  providing  "available  income"  that  is  reasonably  related  to  pre- 
retirement income.  For  example,  the  first  three  levels  of  retirement 
income  design  might  provide  for  a  worker  at  the  Average  Industrial 
Wage: 

OAS  10-14  per  cent  of  AIW 

CPP  25 

PURS  25-30 

60-69 

If  the  spouse's  QAS  is  taken  into  account,  a  narried  couple,  one  of 
whom  worked  at  the  AIW,  would  then  be  assured  a  gross  payment  of  75  per 
cent  of  the  AIW.  This  would  develop  net  replacement  ratios  exceeding 
100  per  cent  on  the  "available  income"  basis.  Sixty-five  to  75  per  cent 
is  the  range  usually  considered  suitable  for  replacement  income. (1) 
Both  CPP  and  PURS  would  increase  in  step  with  the  AIW.  It  is  not 
expected  that  the  OAS  will  increase  other  than  through  price  indexing; 
accordingly,  OAS  will  decline  in  relation  to  the  AIW  fron  its  present  14 
per  cent  to  about  10  per  cent  after  2000.  In  determining  the  correct 
amount  for  PURS,  net  replacement  ratio  calculations  similar  to  those 
made  by  the  Commission  for  government  plans  should  be  used.  These 
ratios  may  exceed  100  per  cent  at  lower  wage  levels. (2) 

2.  TO  EXTEND  COVERAGE  TO  ALL  VORKERS  Ilvl  QNTAI^O  SO  THAT  THROUGH  OAS, 
CPP,  AND  PURS  SUFFICIENT  OPPORTUNITY  WILL  BE  AVAILABLE  TO  ALL  THOSE 
IN  THE  COVERED  WORK-FORCE  TO  PROVIDE  REASONABLE  RETIREMENT  INCOME 
PROTECTION  THROUGH    INDIVIDUAL   INITIATIVE. 

The  Commission  has  been  concerned  throughout  that  individuals  have 
not  had  the  opportunity  nor  the  resources  to  provide  reasonable  income 
replacement  in  retirement  for  themselves.  The  CIS,  which  was  designed 
to  assist  tl:iose  not  under  the  CPP  and  those  who  were  unable  to  build 
full-term  credits  under  the  CPP,  has  not  been  decreasing  in  scope  as 
quickly  as  was  intended.  Inflationary  pressures  have  placed  many  more 
persons  vi*io  had  been  in  the  work-force  on  the  GIS  rolls,  at  least  for 
partial  benefits,  than  originally  anticipated.  Among  them  are  many 
whose  private  savings  have  been  so  eroded  by  inflation  that  they  are 
"needy"  within  the  meaning  of  GIS  and  GAINS  programs.  This  situation, 
in  the  Commission's  opinion,  is  not  healthy  either  for  the  economy, 
involving  as  it  does  increasing  government  transfer  payments,  or  the 
psychology  of  individuals  in  their  attitudes  toward  saving  for  retire- 
ment  incone.     Therefore  the  Commission  sees   justification  for  the  use  of 
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government  intervention  to  provide  workers  with  the  opportunity  to 
accumulate  sufficient  retirement  income.  The  GIS  and  GAINS  programs 
will  tlien  decline  in  importance  as  originally  intended  so  that  they 
provide  a  minimum  retirement  income  only  to  those  who,  for  various 
reasons,  were  never  in  the  covered  wDrk-force  or  were  not  employed  long 
enough  to  earn  an  adequate  retirement  income. 

Existing  employment  pension  plans  liave  done  a  great  deal  to  provide 
the  additional  income  required  to  assist  individuals  in  planning  for 
retirement.  With  encouragement  they  could  do  more.  However,  both  the 
government  and  the  private  pension  industry  must  acknowledge  that  as 
long  as  tlie  establishment  and  continuance  of  private  plans  are  voluntary 
the  coverage  problan  will  remain.  Qjr  coverage  study  and  the  Consumer 
Survey  both  indicate  that  about  half  the  work-force  is  covered  by  pri- 
vate plans.  RIRSP  utilization  has  grown  dramatically,  but  v/e  have  seen 
that  despite  this  growth  a  million  and  a  half  workers  in  Ontario  have 
neither  employment  pension  coverage  nor  an  RRSP.  Those  who  are  least 
likely  to  have  an  alternate  retirement  income  vehicle  are  the  persons 
most  likely  to  beccxne  dependent  on  GIS  and  GAINS  for  their  incoiie  in  the 
future.  These  are:  part-time  workers,  women  (and  some  men)  who  have 
broken  work  patterns  or  short  service  in  the  work-force,  tl-iose  in  small 
firms,  enployees  in  retail  trade,  and  self-employed  persons  (other  than 
professionals) . 

It  is  clear  to  the  Commission  that  very  few  people  in  those  cate- 
gories will  be  brought  into  employment  pension  plans  as  matters  stand 
today.  Small  employers  who  operate  on  small  margins  simply  cannot  afford 
to  assume  voluntarily  the  cost  of  a  pension  plan  and  thereby  give  their 
conpetitors  an  edge,  however  much  they  may  want  to  help  their  employees. 
Tne  availability  of  the  RRSP  has  obviously  not  changed  the  situation 
for  those  at  or  below  the  Average  Industrial  Wage;  no  doubt  present 
consumption  leaves  little  money  available  for  retirement  saving.  From 
our  vesting  study  moreover,  we  have  seen  that  workers  shown  as  members 
of  enployment  pension  plans  in  statistical  surveys  will  not  necessarily 
receive  pension  benefits.  Therefore,  in  the  Commission's  opinion, 
effective  coverage  can  be  ensured  only  by  a  mandatory  scheme. 

Eligibility 

THE  COVERED  WORK-FORCE  WILL  BE  lUEfvITICAL  10  THAT  NCW  COVERED  BY  -fflE 
CANADA  PENSiai  PLAInI.  IHUS,  VIRTUALLY  ALL  V^RKERS  AGE  18  to  65,  HCLUDING 
SEIF-EMPLOYED  AND  PART-TIME  WORKERS,  WILL  BE  COVERED  FROM  THE  FIRST  DAY 
OF  WORK  ON  ALL  EARIxIINGS  BETWEQNl  TilE  YBE  AlslD  YMPE  AS  ESTABLISHED  FOR  THE 
CPP.      COVERAGE  WILL  BE  COMPULSORY  FOR  ALL  SUCH  WORKERS. 

Use  of  the  CPP  contributor  base  is   recommended   by   the  Comrr.ission 

primarily  for  administrative   reasons.      Our   coverage   study  shows   that 

about  97  per  cent  of  paid  workers  and  self-employed  persons  in  Ontario 
have  been  covered  by  the  CPP  between  1969  and  1976. 
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The  Commission  received  some  evidence  that  it  was  possible  to 
accrue  a  suitable  pension  over  a  period  of  25  to  30  working  years  and 
that  therefore  persons  should  not  be  required  to  join  pension  plans 
before  age  35  or  40  (assuming  a  retirement  age  of  65).  That  position 
assumes,  however,  that  the  worker  stays  with  the  same  employer  through- 
out that  period  and  (probably)  receives  a  pension  based  on  a  defined 
benefit.  The  Commission's  concern  is  for  the  broken  service  employee 
and  the  mobile  employee  v\ho  would  not  have  the  opportunity  for  pension 
accrual  on  this  basis.  In  addition,  PURS  is  on  a  money-purchase  basis 
where  the  longer  money  is  invested  the  greater  will  be  the  benefit  of 
conpound  interest.  The  Commission  therefore  is  of  the  opinion  that 
possible  unfavourable  reaction  by  those  at  young  ages  towards  compulsory 
contributions  at  age  18  will  be  offset  by  the  individual's  opportunity 
to  see  the  growth  in  his  or  her  cwn  individual  account  as  savings  for 
retirement.  Those  with  interrupted  work  patterns  will  still  not  receive 
the  full  PURS  expectation  and  therefore  it  is  important  that  all  work 
experience  be  covered  as  it  is  for  the  CPP. 

Funding 

THE  SYSTEM  WILL  BE  BASED  W  A  l^DNEY-PURCHASE,  INDIVIDUAL  ACCOUNT, 
DESIGN  AND  WILL  BE  FUNDED  BY  CONTRIBUTIONS  OF  BOTH  EMPLOYERS  AND  EMPLOY- 
EES MADE  BY  PAYROLL  DEDUCTICl^. 

The  Commission  had  estimates  prepared  of  the  rates  of  contribu- 
tion required  to  ensure  a  pension  annuity  of  30  per  cent  of  the  AIW  on 
retirement.  The  estimates  were  based  on  the  Ccromission's  most  probable 
econanic  assumptions  used  throughout  its  studies.  We  also  include 
estimates  for  lower  percentages  of  the  AIW  for  comparative  purposes. 
Careful  consideration  of  the  effect  on  total  pension  costs  for  both 
eirployer  and  employee  will  have  to  be  given  in  setting  the  percentage 
of  the  AIW  to  be  secured.  The  net  replacement  ratio  analysis  is  a 
useful  tool  for  this  purpose.  The  Commission  believes  that  contri- 
butions should  be  set  at  the  lowest  possible  percentage  commensurate 
with  providing  a  reasonable  net  replacement  ratio,  taking  into  account 
retirement  incone  fron  government  programs  and  PURS  sufficient  to  allow 
continuance  of  pre-retirement  living  standards  into  retirement.  To 
maintain  this  minimum  approach  will  then  permit  employees  to  supplement 
their  retirement  incone  needs  in  ways  suitable  to  individual  desires  and 
will  permit  employers  to  develop  additional  retirement  income  arrange- 
ments as  they  see  fit. 

Following  are  the  percentages  of  pay  required  from  a  person  age 
18  in  1983  to  provide  the  stated  straight  life  annuity  alternatives, 
under  the  Commission's  most  probable  assumptions  and  assuming  the  work- 
er's earnings  are  at  the  level  of  the  Average  Industrial  Wage  (AIW) 
throughout: 
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Table  1 

Contribution  percentages, 

for  level  life  annuity  of Male(a)       Female(a) 

(Per  cent) 
20  per  cent  of  final  year's  pay  3.52  4.15 

25  per  cent  of  final  year's  pay  4.41  5.19 

30  per  cent  of  final  year's  pay  5.29  6.23 

a     Retirement  age  65;  retirement  on  January  1,   2030. 

It  should  be  noted  that  the  accumulation  of  contributions  and  interest 
for  these  calculations  assumes  a  conservative  real  rate  of  return  on 
investment.  Any  increase  above  this  rate  would  result  in  greater 
benefits.     Hence  the  worker  will  gain  directly  froti  higher  yields. 

In  determining  the  proportions  in  which  the  cost  of  PURS  should 
be  shared  the  Commission  recommends  that  consideration  be  given  to 
grading  the  onployee's  contributions  by  age  to  recognize  that  present 
consuraption  often  takes  priority  over  saving  at  younger  ages.  Employee 
contributions  therefore  could  vary  in  the  following  manner: 

Age  18  to  30     -     1  per  cent  up  to  the  YMPE 
30  to  45     -     1  1/2  per  cent 
45  to  65     -     2  per  cent 

To  prevent  age  discrimination  the  Commission  recommends  that  the  em- 
ployer contribution  be  a  constant  percentage  -  for  exaiiiple,  2  per  cent  - 
of  wages  up  to  the  YMPE. 

Using  the  above  contribution  rates  and  calculating  the  eventual 
annuities  on  the  same  basis  as  before,  the  plan  would  produce  pensions 
at  the  levels  shown  in  Table  2. 

Table  2 


Annuity  as  per  cent  of  ABV 
in  year  prior  to  retirement 
Male (a)   Female(a) 


(Per  cent) 
20.8      17.7 


a  Retirement  age  65;  retire- 
ment on  January  1,  2030. 

In  both  sets  of  calculations  the  annuity  ceases  on  the  death  of 
the  retiree,  i.e.,  there  is  no  continuation  to  a  spouse  or  other  person 
and  no  minimum  guaranteed  period  of  payment;  the  amount  of  annuity  is 
determined  at  retirement  and  is  not  indexed. 
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Both  Tables  1  and  2  show  separate  annuity  calculations  for  male 
and  female  lives.  Since  legislation  would  be  used  to  institute  PURS, 
the  Commission  believes  it  should  reflect  relevant  public  policies  by 
requiring  PURS  annuities  to  be  calculated  on  a  unisex  basis.  Details 
of  this  recommendation  will  be  found  in  Chapter  11.  The  options  for 
escalating  and  participating  annuities  recommended  in  that  chapter 
should  also  apply  to  PURS. 

One  of  the  weaknesses  of  any  money-purchase  plan  is  that  the  holder 
may  be  obliged  to  purchase  an  annuity  at  unfavourable  rates  merely 
because  interest  rates  are  low  at  the  time  of  retirement.  The  Com- 
mission therefore  recoiiirends  that  some  flexibility  be  built  into  the 
PURS  structure,  giving  the  holder  the  option  of  purchasing  part  of  the 
annuity  prior  to  retirement  to  allow  some  smoothing  of  interest  rates 
and  hence  annuity  cost.  For  example  annuities  might  be  purchased  within 
a  period  of  three  years  before  although  payable  at  age  65,  and  up  to 
three  years  after  retireraent.  Some  protection  against  multiple  fees 
would  have  to  be  worked  out  through  regulatory  control. 

Portability,  Vesting,  and  Locking- in 

ALL  CONTRIBUTiasIS,  BOTH  fi^lPLOYEE  AND  evipLQYER,  WILL  BE  IMMEDIATELY 
VESTED  AND  LOCKED-IN,  WITH  A  REFUND  OF  EMPLOYEE'S  CONTRIBUTIONS  MADE 
AVAILABLE  TO  THOSE  BELOW  THE  YBE.  EMPLOYER  CONTRIBUTIONS  FOR  THESE 
EMPLOYEES  lOULD  BE  ALLOCATED  TO  ADMINISTRATIVE  COSTS.  ALL  OTHER  EM- 
PLOYER CQsITRIBUTIONS  ARE  ALLOCATED  DIRECTLY  TO  THE  EMPLOYEE'S  INDIVIDUAL 
ACCOUNT  AiMD  ARE  FULLY  VESTED  IMMEDIATELY.  ALL  MONIES  ACCRUING  IN 
INDIVIDUAL  ACCOUNTS  ARE  COMPLETELY  PORTABLE. 

This  design  again  follows  the  CPP  in  providing  immediate  vesting 
and  locking-in.  This  is  particularly  important  to  employees  with  broken 
employment  patterns  who  might  never  accrue  any  pension  benefits  under 
existing  employraent  pension  plans,  even  with  vastly  improved  vesting 
rules.  PURS  also  covers  part-time  workers  to  the  extent  they  are 
employed.  Job  mobility  is  not  hampered  by  fear  of  losing  pension 
rights.  Locking-in  is  justified  on  the  basis  that  the  scheme  is  purely 
to  provide  pensions.  In  addition,  the  individual  alone  will  benefit 
fran  the  accumulating  account,  and  will  have  some  control  over  its 
investment. 

Plan  Features 

a)   Annuity 

Monies  accrued  up  to  age  65,  when  contributions  cease,  will  be 
available  any  time  until  the  contributor's  71st  birthday  for  the 
purchase  of  a  life  annuity.  No  cash  withdrawal  will  be  permitted 
except  when  the  annuity  would  be  a  minimal  amount.  The  contribu- 
tor,  subject   to   spouse   rights,    will   have   the   option  of   various 
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types  of  annuity  guaranties  as  well  as  access  to  the  escalating  and 
participating  annuity  types. 

b)  Spouse  Rights 

Where  the  contributor  is  married  at  the  time  of  purchasing  the 
annuity,  the  annuity  qption  selected  must  provide  for  at  least  a  60 
per  cent  survivor  benefit  for  the  spouse,  unless  the  spouse  waives 
such  protection  in  writing.  "Spouse"  will  have  the  same  meaning  as 
under  the  CPP. 

c)  Death  Benefits 

If  the  contributor  dies  before  withdrawing  the  funds  from  the  ac- 
count, the  estate  will  succeed  to  the  total  amount  of  the  account 
subject  to  the  spouse's  rights  recanmended   in  Chapter  11. 

These  features  preserve  a  symmetry  with  the  OAS  and  the  CPP  with 
regard  to  age  of  eligibility  and  form  of  benefit.  The  spouse  is  pro- 
tected against  the  early  death  of  the  annuitant  but  the  protection  can 
be  waived  by  the  spouse.  The  Commission  recognizes  that  there  may 
be  circumstances  in  which  a  survivor  benefit  for  the  spouse  is  not 
necessary  or  appropriate.  The  basic  goal  of  providing  retirement  incone 
for  life  is  maintained  throughout. 

Deposit  Vehicle 

THE  CCWTRIBLTTOR  MAY  CHOOSE  THE  FINANCIAL  INTERMEDIARY  TO  RECEIVE 
AND  INVEST  HIS  OR  HER  CONTRIBUTIONS  AND  THOSE  OF  THE  EMPLOYER.  THE 
CONTRIBUTOR  MAY  CHANGE  THE  FINANCIAL  INTERMEDIARY  FROM  TIME  TO  TIME  BUT 
SHALL  HAVE  OtiLY   ONE  ACCOUNT  AT  ANY  OSIE  TIME. 

Financial  intermediaries  could  include  trust  ccaipanies,  life  insur- 
ance companies,  credit  unions,  and  investment  managers  resident  in 
Ontario.  Where  the  contributor  does  not  select  a  financial  intermediary, 
the  funds  would  be  deposited  with  a  Central  Pension  Agency  for  Ontario, 
which  would  be  empowered  to  invest  the  funds  it  receives.  Such  an 
institution,  however,  would  be  an  agency  of  last  resort,  since  it  is 
likely  that  most  contributors  would  choose  a  private  financial  inter- 
mediary v^*^ere  investment  policy  might  be  less  conservative.  It  is  not 
the  Commission's  intention  to  encourage  another  institution  with  the 
power  of  Quebec's  Deposit  and  Investment  Fund.  PURS  accounts  would  be 
operated  by  all  financial  intermediaries,  according  to  a  format  designed 
so  as  to  avoid  confusion  with  the  existing  RP^P  system. 

The  Commission  is  of  the  opinion  that  the  contributor  should  be 
free  to  choose  the  financial  intermediary  and  as  far  as  possible  to  di- 
rect the  investment  of  funds  within  the  rules  for  eligible  investment. 
This  will  go  some  way  toward  answering  the  criticism  of  employees  whose 
contributions  are  now  locked  into  pension  plans  of  former  employers  with 
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low  rates  of  return.  There  would  have  to  be  some  limitation  on  the 
frequency  of  changing  financial  intermediaries;  once  a  year  might  be 
reasonable.  There  would  also  have  to  be  some  control  on  the  size  and 
structure  of  the  fees  intermediaries  could  charge  for  handling  the 
accounts . 

Investments 

FUNDS  WDULD  BE  INVESTED  IN  THE  SAME  KINDS  OF  INVESTMENT  NOW  PER- 
MITTED FOR  PENSION  FUNDS  IN  ONTARIO  EXCEPT  THAT  FOREIGN  INVESTMENTS 
WOULD  BE  EXCLUDED. 

The  Commission  feels  strongly  that  investment  funds  are  needed  to 
develop  the  Canadian  econany  and  that  requiring  investments  to  be  kept 
in  Canada  would  not  be  too  restrictive.  Where  funds  are  pooled  for 
investment  by  the  intermediary,  rules  governing  the  percentage  to  be 
placed  in  various  classes  of  investment  (such  as  now  provided  under  the 
Pension  Benefits  Act)  should  be  applied.  Self-administered  investing  by 
individual  contributors  would  not  be  permitted  as  it  is  now  for  RRSPs 
until  experience  with  the  cperation  of  the  plan  indicates  whether  this 
extension  would  be  feasible. 

Administration 

CONTRIBUTIONS  BY  EMPLOYEES  SHOULD  BE  MADE  BY  PAYROLL  DEDUCTION  AND 
SUBMITTED  WITH  EMPLOYER  CONTRIBUTIONS  EITHER  DIRECTLY  TO  THE  CENTRAL 
PENSION  AGENCY  IN  ONTARIO  WITH  THE  NECESSARY  INFORMATION  FOR  ALLOCATION 
TO  INDIVIDUAL  ACCOUNTS  OR  THROUGH  REVENUE  CANADA  (TAXATION)  IN  A  FASHIOSI 
SIMILAR  TO  THAT  FOR  CPP  COMTRIBUriONS.  FUNDS  WOULD  BE  CREDITED  TO  THE 
CONTRIBUTOR'S  INDIVIDUAL  ACCOUIxTT  VIA  SOCIAL  INSURANCE  NUI^ER  AT  THE  CEN- 
TRAL PENSIOM  AGENCY  OR  AT  THE  DEPARTMENT  OF  NATIOslAL  HEALTH  AND  WELFARE 
AND  THE  FUNDS  WOULD  THEN  BE  REMITTED  TO  THE  FINANCIAL  INTERMEDIARY  FOR 
INVESTMENT. 

The  CPP  collection  arrangements  have  proved  efficient  and  not 
unduly  costly.  An  arrangement  for  similar  collections  for  PURS  would  be 
desirable  to  avoid  a  great  deal  of  additional  paperwork.  Health  and 
Welfare  Canada  already  has  CPP  records  by  social  insurance  numbers  v^ich 
might  be  utilized.  However,  if  such  arrangements  are  not  possible, 
contributions  could  be  remitted  to  an  Ontario  Central  Pension  Agency  for 
recording  and  allocation  among  the  financial  intermediaries.  Some 
of  the  cost  of  this  operation  could  be  offset  by  interest  earned  on 
monies  held  for  short  periods  between  receipt  and  allocation,  as  is 
presently  done  for  the  CPP.  Contributions  from  employees  would  be 
deducted  from  payroll  and  remitted  by  the  employer  together  with  the 
employer's  contributions.  Self-employed  persons  would  have  to  make 
contributions  directly  or  through  Revenue  Canada  as  is  now  done  for  the 
CPP.  Remittance  to  the  financial  intermediary  for  investment  should  be 
made  at  reasonable  times,  taking  into  account  the  administrative  expense 
and  the  minimal  amounts  for  investment   if    remittance    is    too   frequent. 
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Interest  could  be  credited  at  a  reasonable  rate  on   all   amounts   held   by 
the  Central  Agency  pending  remittance  for  investment. 

Inccmie  Tax  Deductibility 

EMPLOYER  AND  tMPLOYEE  OONTRIBLTTIONS  WOULD  BE  DEDUCTIBLE  FXDR  INCOME 
TAX  PURPOSES. 

Arrangements  would  have  to  be  made  with  Revenue  Canada  for  the  de- 
ductibility for  incane  tax  purposes  of  all  contributions,  both  employer 
and  enployee,  within  the  framework  of  the  deductions  now  allowed  for 
registered  pension  plans  and  Registered  Retirement  Savings  Plans. 

Opting-Out  and  Integration  with  Employment  Pension  Plans 

PURS  MOULD  BE  A  UNIVERSAL  PLAN,  BUT  OPTING-OUT  WOULD  BE  ALLOWED  IN 
STRICTLY  CEFINED  CIRCUMSTANCES.  COST  AND  DESIGN  CONSIDERATIONS  REQUIRE 
BOIH  INTEGRATION  WITH  PURS  AND  A  FAIRLY  LONG  PERIOD  FOR  PURS  TO  BE 
PHASED  IN   FOR  EXISTING  PLANS. 

The  Commission  is  reluctant  to  discourage  the  continuation  of 
existing  employment  pension  plans  and  therefore  recommends  that  an 
employer  with  a  plan  in  force  at  the  date  PURS  becones  effective  may  cpt 
out  of  making  contributions  and  remittances  to  PURS  where  comparable 
benefits  on  a  money-purchase  basis  are  guaranteed  under  the  existing 
pension  plan.  The  nature  of  the  benefit  must  contain  all  the  features 
of  PURS,  except  that  the  onployee  will  not  be  able  to  choose  the  finan- 
cial intermediary  for  investment,  since  the  employer  will  invest  tiie 
contributions  in  his  own  pension  fund.  In  that  event,  however,  the 
enployer  must  provide  some  guarantee  as  to  the  rate  of  return  on  the 
monies  in  the  enployee 's  individual  account  and  will  have  to  make  con- 
tributions at  the  times  required  for  PURS.  The  comparability  of  the 
enployer's  pension  and  PURS  as  to  benefits,  guarantee,  and  protection  in 
the  event  of  windup  will  have  to  be  carefully  assessed  by  the  Pension 
Commission  of  Ontario.  If  cpting-out  on  this  basis  is  considered  to  be 
impractical  then  PURS  should  be  obligatory  for  all  employers. 

For  employers  having  no  pension  plan  at  the  time  PURS  comes  into 
effect  there  should  be  no  delay  in  participation. 

For  employers  having  pension  plans,  in  particular  contributory 
pension  plans,  with  opting  out  possible,  it  will  be  necessary  to  allow 
sufficient  time  for  plan  redesign  and  for  provision  to  protect  those  v\tio 
are  already  well  into  their  working  careers.  It  will  also  be  necessary 
to  allow  collective  bargaining  agreements  already  in  force  to  expire. 
The  Commission  could  envisage  1982  for  the  starting  date  of  PURS  and 
1984  for  the  effective  date  by  v^^ich  it  should  apply  to  pension  plans 
new  in  force.  With  opting-out,  for  example,  an  employee  would  be 
entitled  to  the  PURS  benefits,  plus  any  benefits  accrued  in  the  existing 
plan  to  the  date  PURS  became  effective  for  the  employee,  plus   any   bene- 
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fits  accrued  in  the  plan  above  the  PURS  minimum  from  the  time  PURS 
became  effective  to  date  of  retirement.  Future  benefits  under  existing 
plans  may  be  cut  back  so  that  the  total  retirement  income  from  govern- 
ment programs,  PURS  and  the  etployer's  plan,  will  not  provide  more  in 
retirement  than  is  necessary  to  maintain  a  measure  of  pre-retirement 
incone.  Employers  will  probably  wish  to  re-examine  in  depth  the  effec- 
tiveness and  cost  of  their  cwn  particular  plans.  The  employer  who  opts 
out  will  also  have  to  decide  v^ether  to  avoid  increased  labour  costs  or 
allocate  the  monies   to  provide  other  benefits  such  as  group  insurance. 

Long-Range  Inpact  of  PURS 

WHEN  PURS  MATURES  IN  FORTY-SEVEN  YEARS  (18  to  65)  IT  SHOULD  PROVIDE 
SUFFICIENT  PENSION  COVERAGE  FOR  THOSE  AT  OR  BELOW  THE  AIW  TO  ALLOW  TAEIA 
TO  ENTER  RETIREMENT  WITH  A  SENSE  OF  ECONOMIC   SECURITY. 

For  those  retiring  in  the  meantime,  at  least  some  money  will  have 
been  set  aside  to  provide  benefits  above  those  of  the  existing  govern- 
ment programs.  It  will  be  visible  to  the  workers  and  will  have  the 
character  of  a  personal  asset.  A  corollary  effect  will  be  an  immediate 
reduction  in  the  cost  of  CIS,  since  even  a  modest  level  of  PURS  benefits 
would  reduce  if  not  cancel  out  CIS  payments. 

Its  quickest  impact  would  be  to  raise  the  level  of  long-term  sav- 
ings in  Canada.  Monies  invested  through  PURS  will  create  more  funds 
available  to  private  undertakings  and  should  thereby  assist  in  moder- 
ating interest  rates  and  in  building  a  firm  base  for  private  txasiness  in 
Ontario.  In  assisting  development  in  the  private  sector,  other  things 
being  equal,  PURS  would  have  a  tendency  to  reduce  inflation  and  to 
facilitate  job  creation. 

PURS  in  Contrast  with  the  Canada  Pension  Plan 

It  may  be  argued  that  the  goal  of  maintaining  a  pre-retirement 
standard  of  living  into  retirement  could  be  met  more  easily  by  expanding 
the  CPP,  and  indeed  many  unions  have  urged  just  that.  If  the  CPP  were 
expanded  to  50  per  cent  of  the  AIW,  all  present  contributors  would  get  a 
proportionate  increase  in  pension,  not  only  those  retiring  after  PURS 
has  matured.  Benefits  would  also  be  fully  indexed  to  cost-of-living 
increases.  An  attractive  proposal,  to  be  sure,  but  the  costs  as  well  as 
the  benefit  imst  be  considered. 

The  financing  of  the  CPP  has  already  raised  serious  questions 
in  the  pension  debate.  The  contribution  rate  for  existing  benefits 
will  have  to  be  raised  eventually.  If  the  level  of  CPP  benefits  were 
expanded  instead  of  using  PURS  the  contribution  rates  v/ould  have  to 
be  raised  still  more.  PURS,  on  the  other  hand,  has  a  level  contribution 
rate  and  will  always  be  fully  funded  for  each  contributor  on  an  indi- 
vidual account  basis.  The  account  is  visible  and  is  paid  for  by  the 
individual  who  will   ultimately  benefit,    not   by  a  complex   system  of 
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inter-generational  transfers.  If  PURS  is  instituted  now  before  CPP 
contributions  must  be  increased,  we  will  be  using  the  time  and  the 
monies  saved  now  to  build  fully  funded  benefits  for  the  future. 

A  number  of  questions  about  funding  the  CPP  were  asked  the  respon- 
dents to  our  Consumer  Survey.  The  answers  are  discussed  in  detail  in 
the  volume  dealing  with  the  CPP.  Ihe  answers  regarding  the  preference 
for  cross-generation  funding  or  generation  self-funding  are  relevant 
here.  Nine-hundred  and  ninety-eight  respondents  were  asked  which  of  the 
two  methods  they  would  prefer   (after  each  method  had  been  explained). 

Cross-generation  funding  preferred  38.8  per  cent 

Generation  self-funding  preferred  47.1  per  cent 

Don't  know/No  answer  14.1  per  cent 

"If  the  respondents  who  did  not  state  an  opinion  were  removed  from 
the  calculations,  approximately  55  per  cent  of  those  v\^o  did  answer 
prefer  generation  self-funding  and  of  these,  78.7  per  cent  stated 
they  would  be  willing  to  increase  their  CPP  contributions  in  order 
to  pay  for  their  cwn  retirement  benefits.  However,  it  should  be 
pointed  out  that  this  78.7  per  cent  represents  only  43.1  per  cent 
of  all  respondents  asked  the  question  on  funding. "(3) 

We  know  there  is  no  such  thing  as  a  free  pension.  The  question  is 
who  is  to  pay  the  cost.  The  CPP  today  pays  high  benefits  in  proportion 
to  total  contributions  made  by  the  persons  now  receiving  tnose  benefits. 
In  the  unions'  view  an  increased  CPP  is  a  "good  deal"  and  therefore  a 
desirable  goal.  While  the  overbalance  of  loenefits  to  contributions 
today  may  be  fair  for  today's  elderly,  vho  came  through  the  Depression 
and  world  wars,  it  is  doubtful  if  today's  younger  worker  needs  to  be 
subsidized  by  tomorrow's  workers.  In  any  case,  the  cost  of  paying  for 
the  current  level  of  CPP,  plus  CIS,  plus  CftS,  will  be  a  heavy  burden  for 
tomorrow's  worker  if  nothing  is  done  now  to  change  the  balance.  PURS 
will  allocate  the  cost  of  the  benefit  on  an  individual  basis  and  will 
also  reduce  the  cost  of  the  CIS. 

Another  serious  question  about  the  CPP  is  its  effect  on  savings. 
CPP  does  not  create  long-term  savings  of  the  kind  a  capital-intensive 
country  such  as  Canada  requires.  PURS,  on  the  other  hand,  will  serve  as 
a  source  of  long-term  savings  or  capital. 

Conclusion 

The  Commission  has  said  repeatedly  that  there  is  a  need  for  a  ra- 
tional system  of  retirement  income.  While  the  government  is  committed 
to  the  social  goal  of  providing  a  minimum  floor  of  retirement  incane  for 
those  in  need  there  should  be  some  encouragement  given  to  individuals  to 
provide  for  their  cwn  needs.  The  tax  incentives  given  for  registered 
pension  plans,  RRSPs,  and  deferred  profit  sharing  plans  have  provided 
this  type  of  encouragement  but  they  have  not  proved  effective  for  all 
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workers  in  Ontario.  The  Commission  sees  PURS  as  the  answer.  It  is 
mandatory,  and  tiierefore  it  provides  the  universal  coverage  that  is 
needed.  It  is  immediately  vested  and  fully  portable.  It  is  funded  on 
an  individual  account  basis  so  that  each  person  is  encouraged  to  look 
after  his  or  her  own  need  and  is  given  a  vehicle  by  which  to  do  so.  Ihe 
obligatory  contribution  fron  the  employer  together  with  the  employee's 
graded  contribution  represent  a  cost  which  is  a  reasonable  amount  to  set 
aside  frcm  present  consumption  for  future  retirement.  The  aaployer  in 
turn  is  assuming  a  limited  and  pre-determined  cost  to  discharge  an  obli- 
gation to  the  anployee  for  retirement  incane,  v\^ether  tliis  obligation  is 
seen  as  a  moral  one  or  as  deferred  wages. 


ALTERNATIVE  RECQ^IMENDATIONS 

Whether  or  not  to  institute  a  nsndatory  retirement  savings  plan  for 
workers  in  Ontario  will  be  a  major  government  decision.  If  such  a 
decision  cannot  be  made  without  delay  or  if  the  idea  of  a  mandatory  plan 
is  rejected  outright  there  are  sorie  areas  of  the  existing  pension  design 
which  require  amendment.  If  PURS  is  adopted,  the  extent  of  amendment 
which  should  be  made  to  existing  plans  is  subject  to  curtailment  for 
cost  considerations.  Therefore  the  Conmission  has  developed  different 
reconmendations  for  specific  provisions  of  existing  plans  depending  on 
whether  or  not  PURS  is  adopted. 

Other  reccmmendations  discussed  elsewhere  in  the  text  would  apply 
regardless  of  the  adoption  of  PURS.  In  either  situation  changes  must  be 
phased  in  over  a  reasonable  length  of  tiiiie  to  protect  existing  pension 
plans  fron  additional  costs  v\^ich  are  not  presently  taken  into  consider- 
ation in  the  funding.  For  example,  interest  on  refunded  contributions 
where  not  provided  under  the  pension  plan  when  the  change  takes  effect, 
might  only  be  calculated  for  the  period  after  the  change  takes  effect. 
Similar  protections  would  be  necessary  where  the  employer  would  be  re- 
quired to  assume  greater  responsibility  for  the  deferred  life  annuities 
of  terminating  employees.  Care  must  be  taken  not  to  jeopardize  the 
rights  of  the  active  members  of  the  plan  or  the  pensioners.  Technical 
decisions  as  to  the  length  of  time  required  and  tlie  method  of  phasing-in 
should  be  under  the  guidance  of  the  Pension  Commission  of  Ontario  which 
is  in  the  best  position  to  gauge  the  effect  of  change  on  the  stability 
of  existing  plans.  If  PURS  is  adopted  however  and  an  anployer  does  not 
have  an  existing  plan  at  a  designated  time,  such  employer  should  be 
immediately  subject  to  PURS  as  there  is  no  need  to  delay  its  operation. 

Earlier  Vesting 

If  PURS  is  adopted,  the  Conmiiission  recommends  that  the  minimum 
vesting  rule  in  existing  plans  be  changed  to  require  full  vesting  on  ten 
years'  continuous  service  with  an  employer  or  ten  years'  membership  in 
the  pension  plan,  whichever  first  occurs.  Many  plans  have  already 
adopted  a  ten-year  vesting  rule,   sane  have   a   five-year   rule.      Much  as 
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the  Coinmission  would  like  to  see  a  uniform  move  to  five  years  by  law, 
it  recognizes  that  the  cost  of  PURS  and  the  changes  in  the  rights  on 
termination  could  be  substantial  for  some  employers.  Therefore  if 
private  pension  plans  are  to  provide  additional  retirement  income  there 
must  be  sccpe  for  enployers  to  amend  their  plans  and  apply  the  available 
monies  to  tlie  provision  of  additional  benefits  for  their  long-service 
employees.  The  legislation  furnishes  a  minimum  standard  and  if  PURS  is 
adopted  there  is  no  justification  for  legislating  too  high  a  minimum. 

If  PURS  is  not  adopted,  the  Commission  recoriimends  that  the  vesting 
rule  in  existing  plans  be  changed  to  require  full  vesting  on  five  years' 
continuous  service  with  an  employer  or  five  years'  membership  in  the 
psnsion  plan,   whichever  occurs  first. 

Once  the  rule  is  changed  it  should  be  effective  retroactively 
so  that  those  who  have  already  fulfilled  the  new  condition  will  be 
fully  entitled  at  the  time  the  change  in  the  Pension  Benefits  Act  takes 
effect.  Tlie  benefits  vested,  as  under  the  present  act,  would  be  accrued 
on  and  after  January  1,  1965  (the  "qualification  date")  or  created  later 
by  a  new  plan  or  a  plan  amendment. 

Locking- In 

If  PURS  is  adopted  and  has  matured  the  Commission  is  of  the  opinion 
that  ultimately  there  should  be  no  locking- in  of  any  part  of  employee 
contributions  to  employment  pension  plans.  PURS  would  provide  the 
necessary  retirement  income  and  protection  for  the  CIS.  Employment 
plans  can  then  be  placed  on  an  equal  footing  with  RRSPs  and  Deferred 
Profit  Sharing  Plans,  where  the  only  limitations  on  cash  withdrawal  are 
the  tax  consequences.  As  with  other  changes  if  PURS  is  adopted  it  will 
be  necessary  to  provide  for  protection  in  the  transition  period;  there- 
fore locking-in  of  employee  contributions  cannot  be  removed  immediately. 

If  PURS  is  not  adopted,  the  Commission  reconmends  that  locking-in 
continue  to  be  effective  simultaneously  with  vesting.  The  right  to 
transfer  out  at  least  part  of  the  pension  value  on  termination  will 
partially  answer  criticism  from  the  younger  employees  who  will  be 
locked-in  at  earlier  ages.  (See  Chapter  8:  Recommendations  for  Rights 
on  Termination. ) 

Eligibility 

If  PURS  is  adopted,  employers  should  be  free  to  adopt  reasonable 
eligibility  rules  for  existing  plans  to  suit  the  particular  circum- 
stances. For  example,  with  employment  pensions  viewed  as  the  optional 
level  of  retirement  incane,  we  can  see  higher  ages  for  eligibility  with 
pension  accruals  fron  age  35  or  40.  However,  since  PURS  is  designed  to 
provide  a  reasonable  net  replacement  ratio  on  earnings  up  to  the  AIW, 
membership  in  contributory  employment  pension  plans  should  be  at  the 
option  of  the  employee  and  not  a  condition  of  employment. 
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If  PURS  is  not  adopted,  the  maximum  service  requirement  for  eligi- 
bility in  an  employment  pension  plan  should  be  two  years  for  those  belovi? 
age  35.  Because  of  the  more  limited  time  available  for  pension  accrual 
after  that  age,  we  reccanmend  that  those  35  or  over  be  eligible  after  one 
year's  service.  Except  for  these  minimum  requirements,  age  and  service 
requirements  may  be  combined,  and  the  employer  may  otherwise  adjust 
eligibility  requirements  to  suit  the  circumstances.  While  this  allows 
exclusion  of  those  in  tlie  younger  age  groups,  we  recognize  the  need  for 
some  flexibility  in  this  area  to  satisfy  both  eraployers  and  the  younger 
workers . 

Except  for  these  three  specific  alternatives  all  other  recommenda- 
tions for  employraent  pension  plans  should  apply  in  tlie  fomi  recommended 
regardless  of  the  adoption  of  PURS. 
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NOTES 

(1)  Brief    304,    Canadian   Labour    Congress   and    Brief   221,    Ontario 
Federation   of   Labour. 

(2)  See    for    example,    the    high   net    replacement    ratios   for  modest   annuity 
income    set   out    in    Chapter  8,    Tables   6    and   7. 

(3)  Consumer    Survey,    ^estion    14   a)    and    b)  . 
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Government  Regulation: 
The  Pension  Benefits  Act 


THE  ACT  AND  ITS  BACKGROUND 

At  several  points  in  the  foregoing  discussion  of  anployment  pension 
plans  we  have  referred  to  the  Pension  Benefits  Act,  the  provincial 
statute  under  which  plans  in  both  private  and  public  sectors  are  regu- 
lated. This  act  is  the  logical  vehicle  for  the  regulatory  changes 
already  proposed,  especially  in  Chapters  8  (vesting,  portability)  and 
9  (funding),  but  also  for  those  appearing  under  the  appropriate  subject 
headings  elsewhere  in  the  report.  In  the  present  chapter  those  somewhat 
scattered  observations  will  be  brought  into  the  context  of  the  act 
itself,  its  administration,  and  other  important  aspects  of  pension 
plan  supervision.  We  shall  draw  attention  to  several  issues  not  other- 
wise examined  in  detail,  including  that  of  how  effective  the  act  is  at 
present  and  what  its  future  role  might  be  in  achieving  public  policy 
objectives  for  retirement  income. 

Briefly  stated,  the  Pension  Benefits  Act  requires  registration 
of  all  employment  pension  plans  with  members  in  Ontario,  including 
plans  operated  by  the  Crown  and  Crown  agencies,  municipalities  and 
local  boards,  and  excluding  only  those  plans  that  are  financed  entirely 
by  anployees .  ( 1 )  To  be  accepted  for  registration  a  plan  must  comply 
with  certain  criteria  relating  to  vesting  of  benefits,  solvency  of  the 
pension  fund,  investment  policy,  and  disclosure  of  information.  The 
plan  must  not  only  meet  the  formal  requirements  of  the  act,  but  must  be 
administered  accordingly. (2) 

Fran  the  historical  treatment  in  Chapter  3  it  will  be  recalled  that 
the  statute  is  essentially  the  same  as  the  Pension  Benefits  Act  of 
1962-63(3)  except  that  the  original  requirements  for  a  mandatory  or 
"standard"  plan  were  repealed  in  1964.(4)  Thus,  although  plans  were  not 


required  to  qualify  for  registration  until  January  1,  1965,  the  legisla- 
tion had  then  been  in  place  for  some  twenty  months.  Ihe  administrative 
agency,  the  Pension  Commission  of  Ontario,  had  been  functioning  since 
August  1963;  and  the  initial  filing  of  information  returns  had  been 
substantially  completed  by  January  1,  1964.(5) 

When  introducing  the  revised  act  in  May  1965  the  Premier,  the 
Honourable  John  P.  Robarts,  reported  that  steps  already  had  been  taken, 
beginning  with  the  disclosure  of  Ontario's  draft  legislation  at  a  con- 
ference of  provincial  premiers  in  August  1961,  towards  the  development 
of  uniform  supervisory  laws  and  co-ordinated  administrative  machinery  at 
the  provincial  level.  In  this  way,  Critario's  "pioneer  legislation"  as 
the  Premier  described  it  was  viewed  as  the  first  step  in  the  direction 
of  "our  goal  of  uniform  rules  regulating  pensions  across  Canada." (6) 

Precisely  vhy  the  supervision  of  pension  plans  should  have  been 
seen  as  an  interprovincial  and  not  a  federal  responsibility  has  been 
discussed.  The  circumstances  were  summarized  by  Premier  Robarts  when 
the  original  bill  came  before  the  Legislature  for  final  disposition  in 
1963.  He  described:  "the  altered  situation  in  which  the  provinces 
of  Canada  have  found  themselves  because  of  a  decision  of  the  Federal 
Government  four  years  ago," 

"The  partial  regulation  of  irost  pension  plans  ty  way  of  income  tax 
rules,  a  control  that  the  Federal  Government  had  gradually  im- 
posed, was  slowly  relaxed  by  softening  the  rules  for  registration. 
Finally  several  of  the  more  important  rules  were  v^olly  withdrawn. 
There  is  of  course  considerable  regulation  of  pension  plans  by 
other  branches  of  government  but  it  is  not  sufficiently  uniform, 
as  between  one  branch  and  another,  to  assure  protection  of  the 
public  interest  in  all  cases.  A  gap  of  some  importance  now  exists, 
therefore,  in  the  law.  The  constitutional  power  to  fill  that  gap 
lies  with  the  provinces." (7) 

Clearly  it  was  the  need  rather  than  the  constitutional  authority 
that  had  becone  apparent  by  about  1959,  as  a  consequence  of  changes 
in  the  exercise  of  discretionary  powers  by  the  Minister  of  National 
Revenue.  At  the  same  time  there  was,  and  had  been  for  some  time, 
public  discussion  of  the  need  for  better  and  more  specific  measures 
to  protect  the  interests  of  employees  in  pension  plans.  Tax  rules 
governing  vesting,  for  instance,  at  no  time  had  required  employers  to 
grant  deferred  pensions  to  terminating  employees  under  age  50  or  with 
less  than  20  years  of  service.  With  this  and  other  areas  of  regulation 
effectively  vacated  by  the  federal  government,  Qitario  was  obliged  not 
only  to  pick  up  the  reins  but  to  consider  every  dimension  of  employment 
pension  plans.  While  income  tax  rules  are  intended  primarily  to  protect 
the  public  treasury  fron  excessive  revenue  losses  due  to  abuse  of  tax 
deductibility,  any  specific  pension  legislation  would  have  to  take 
into  account  the  conplex  relationships  among  individuals,  employers, 
unions  and  financial  institutions;  and  above  all,  would  necessitate  a 


careful  assessment  of  tJie  long-tenn  role  of  eiaployment  pensions  within 
an  evolving  systen  of  social  security. 

These  matters  were  studied  in  depth  by  the  Committee  on  Portable 
Pensions,  appointed  in  1960  by  the  Premier,  the  Honourable  Leslie  M. 
Frost.  The  committee  issued  its  Summary  Report  in  February,  1961,  and 
its  Second  Report  and  a  draft  bill  the  following  July. (8)  By  the  spring 
of  1963  the  "gap  in  the  law"  had  been  filled  in  Ontario  by  the  Pension 
Benefits  Act,  1962-63;  other  provinces  would  follow;  and  a  mechanism  for 
interprovincial  co-ordination  of  supervision  was  at  least  partially 
c^serational .  ( 9 ) 

SoiTie  evidence  of  the  immediate  impact  of  the  legislation  is  re- 
vealed in  the  Premier's  remarks  to  the  Legislature  on  introducing  the 
revised  act  in  May,  1965.  Of  more  than  8,100  plans  filed  for  reg- 
istration, 4,359  covering  some  553,000  Ontario  members  had  required 
amendments  to  improve  vesting  conditions  at  least  to  the  new  statutory 
standard  (age  45  and  10  years'  service).  "Many  plans"  were  found  to 
have  inadequate  funding  provisions,  including  98  which  were  completely 
unfunded  ("pay-as-you-go")  and  76  which  were  funded  only  for  retirees 
("terminally  funded").  No  statistics  are  available  to  show  the  mag- 
nitude of  the  changes  made  for  purposes  of  registration;  nor  is  it  pos- 
sible to  estimate  the  improvement  in  actual  benefit  entitlements,  many 
of  v^ich  would  not  be  realized  for  many  years  in  any  case.  Ihe  immediate 
effect  was  to  be  seen  only  in  the  plans  themselves;  changes  in  their 
structure  and  financing  would  enhance  the  prospect  that  their  members 
would  receive  at  least  some  benefit  from  their  periods  of  participation. 

Once  the  "standard  plan"  provisions  of  the  original  act  had  been 
removed,  the  legislation  contained  nothing  that  would  oblige  an  employer 
to  establish  a  pension  plan  or  maintain  a  plan  in  force.  Accordingly, 
it  was  not  designed  to  deal  with  the  problem  of  coverage  discussed  in 
Chapter  8,  or  even  portability,  as  we  pointed  out  in  the  same  chapter, 
except  insofar  as  it  preserved  accrued  rights  for  that  section  of  the 
work-force  usually  regarded  as  less  mobile:  the  over-45s  with  ten  or 
more  years  of  service  with  one  employer  or  within  one  plan.  The  act 
did  not  interfere,  moreover,  with  the  basic  structure  of  employment 
pension  plans:  their  benefit  formulas,  level  of  benefits,  or  funding 
methods. (10) 

Any  evaluation  of  the  Pension  Benefits  Act  must  consider  these 
important  limitations  of  purpose  -  all  stemming  frcsn  the  single  assump- 
tion tliat  employment  pensions  were  voluntary,  and  as  such  might  not 
survive  or  flourish  in  a  climate  of  excessive  regulation.  The  Pension 
Benefits  Act  was  designed  to  provide  a  framework  within  which  employment 
pension  plans  could  continue  to  operate.  It  must  be  remembered  that  the 
act  is  only  the  vehicle  for  implementing  public  policy  and  it  should  be 
changed  to  reflect  changes  in  that  policy.  Consideration  of  the  Pension 
Benefits  Act  and  the  role  of  the  Pension  Commission  of  Ontario  must 
therefore  take   into  account  the  recoimendations  of    the  Commission   for 


changes   in  retirement  income  delivery,   and  changes  in  anphasis  since  the 
act  tecaine  effective   in  1965. 

The  act  does  not  create  pension  plans.  It  provides  that  all 
pension  plans  with  members  in  Ontario  (except  those  in  which  benefits 
are  paid  for  solely  by  onployees)  must  be  registered.  The  prerequisites 
for  registration  create  a  minimum  standard  with  which  all  plans  must 
conply.  These  prerequisites  cover  the  broad  areas  of  vesting,  solvency 
investment  and  disclosure.  The  regulatory  powers  under  the  act  are 
enforced  through  the  registration  and  deregistration  power.  This 
concept  of  regulating  a  minimum  standard  for  voluntarily  established 
plans,  as  we  shall  see,  has  important  implications  for  the  role  of  the 
Pension  Commission  of  Ontario. 


REQUIREMENTS   FOR  REGISTRATION  UNDER  1HE  ACT 

Reporting  and  Registration  Procedure 

The  onployer  is  required  to  file  for  registration  any  pension  plan 
covering  Ontario  enployees  and  maintain  it  as  a  qualified  plan  so  long 
as  it  is  in  force.  An  annual  information  return,  including  contribution 
information,  is  required.  In  addition  to  the  general  provisions  of 
section  18  of  the  act,  the  regulation  (s.  9)  calls  for  filing  of  all 
documents  "under  v^ich  such  plan  is  constituted"  including  a  trust  deed, 
insurance  contract,  or  collective  agreement,  and  amendments  to  the 
plan  or  relevant  documents.  A  valuation  report  and  actuarial  cost 
certificate  must  be  filed  every  three  years,  with  specified  particulars 
depending  in  part  on  vtiether  or  not  benefits  are  fully  insured,  money- 
purchase,  etc. 

A  plan  may  be  accepted  for  registration  or  rejected,  or  its  certif- 
icate of  registration  may  be  cancelled  (see  "Enforcement").  Fees, 
payable  on  application  for  registration  and  witli  each  annual  information 
return  are  currently  $1.50  per  plan  member  in  Ontario,  subject  to  a 
minimum  of  $7.50  and  a  maximum  of  $300.      (0.    Reg.   654,    s.   8). 

Vesting,   Locking-in 

A  registered  pension  plan  must  provide  that  pensions  for  service 
in  Ontario  or  a  designated  province  after  January  1,  1965  or  created 
under  the  plan  after  that  date  are  fully  vested  in  an  employee  who  has 
attained  age  45  and  has  canpleted  at  least  ten  years  of  service  with  the 
employer  or  (in  the  case  of  a  multi-employer  plan)  membership  in  the 
plan.  Employee  contributions  toward  the  cost  of  the  vested  benefit  are 
locked  in,  but  a  plan  may  allow  commutation  of  a  benefit  of  less  than 
$10  per  month  or  up  to  25  per  cent  of  the  value  of  the  deferred  annuity. 
Regardless  of  age  or  service  a  plan  member  is  not  permitted  to  withdraw 
contributions  (except  voluntary  additional  contributions)  while  still 
employed  and  the  plan  is  in  force.      (Sec.   21(2) , (3) , (4) ) . 


Operation  of  the  vesting  provisions  is  examined  in  detail  in 
Chapter  8,   but  several  related  requirements  should  be  mentioned  here: 

Benefit  Ftormula 

Benefits  must  be  credited  according  to  a  definite  formula  and  must 
satisfy  the  principle  of  "gradual  accrual"  (Act,  sec.  23;  I<eg . ,  s.  10). 
While  some  variability  of  benefit  credits  or  anployer  contributions  may 
be  permitted  by  tlie  commission,  it  is  understood  {for  example)  that  a 
plan  in  v^iich  benefits  accrued  only  after  age  45  would  be  unacceptable. 

Value  of  Locked-in  Contributions 

In  the  light  of  the  possibility  of  "over-purchase"  described  in 
Chapter  8  (Locking-in)  the  act  stipulates  that  the  deferred  or  immediate 
pension  benefit  credit  nust  be  at  least  equal  to  the  value  of  the  em- 
ployee's contributions   (sec.   21(11)). 

Successor  Employer 

Continuity  of  service  for  vesting  purposes  is  considered  unbroken 
where  the  employer  sells  all  or  part  of  the  business,  whether  or  not  the 
successor  employer  has  a  pension  plan  or  assumes  responsibility  for 
accrued  benefits.  Service  with  the  former  employer  must  also  be  counted 
towards  fulfilling  any  eligibility  conditions  of  a  pension  plan  cperated 
by  the  successor  (sec.  25a). 

Exemption  FVom  Vesting 

Ihe  commission  may  permit  a  "bridging  supplement"  as  defined  in 
section  13  of  the  regulation  to  be  excluded  from  the  vested  benefit. 
Ihis  exemption,  formerly  applied  to  a  variety  of  supplemental  or  minimum 
make-up  benefits,  is  now  limited  to  supplemental  payments  made  until  the 
retiree  is  eligible  for  government  benefits  (OAS,  CPP/QPP). 

Reduction  for  Government  Benefits 

Benefit  offsets  are  not  permitted  for  indexed  adjustments  in 
government  benefits  occurring  after  termination  of  anployment  or  retire- 
ment.  (Reg.,  s.  22  (10). 

Vesting  on  Plan  Termination 

Provisions  governing  plan  termination  recognize  the  right  of  all 
plan  members  to  the  preservation  of  their  accrued  credits  to  the  extent 
the  assets  of  the  plan  are  sufficient,  before  any  funds  can  revert  to 
the  anployer.  Full  vesting  under  these  circumstances  regardless  of 
age  or  service  is  therefore  assumed,  although  locking-in  of  employee 
contributions  is  enforceable  only  for  those  who  meet  the  45  and  10 
conditions.     Benefits  subject  to  the  vesting  rule  are  treated   as   having 


priority  in  the  allocation  of  assets,  at  least  to  the  extent  they  have 
been  funded.   (Act,  21(7),  (8),  and  (9);  Reg.,  s.  11). 

If  the  plan  permits  a  transfer  of  vested  pension  credits  to  another 
plan  or  pension  vehicle,  the  recipient  trustee  or  carrier  must  agree  to 
administer  the  benefit  in  accordance  with  the  statutory  restrictions  on 
cash  withdrawal,  assignment  and  alienation  (Reg.,  s.  16;  and  308/78, 
s.  2).  The  enabling  provision  for  a  central  transfer  agency  (Act, 
s.  16)  has  not  been  implemented. 

Solvency 

Tests  and  standards  for  solvency  are  set  out  in  the  regulation 
under  the  general  authority  of  sections  22(1)  (a)  and  28(d)  of  the  act. 
In  general  terms,  employers  are  required  to  pay  into  the  plan  all  cur- 
rent service  costs  and,  in  addition,  certain  special  payments  to  am- 
ortize initial  unfunded  liabilities  within  15  years  and  experience 
deficiencies  within  5  years.  Employee  contributions  must  be  transmitted 
within  the  month  following  the  month  they  are  paid  by  the  employee; 
other  costs  must  be  met  not  later  than  120  days  after  the  end  of  the 
plan  fiscal  year  (Reg.,  s.  2). 

As  discussed  more  fully  in  Chapter  9,  ccmpliance  with  the  solvency 
requirements  means  that  a  plan  is  "provisionally  funded"  -  that  is,  it 
is  considered  able  to  meet  its  future  obligations  if  it  is  continued  in 
force.  Since  a  plan  may  be  solvent  while  not  yet  fully  funded,  its 
assets  may  be  insufficient  at  a  given  time  to  provide  for  all  accrued 
benefits.  For  that  reason  both  the  act  and  regulation  treat  certain 
funding  problems  in  relation  to  the  possibility  of  plan  termination. 
For  example: 

-  Recent  improvements  in  past  service  benefits  may  have  to  be  cut 
back  to  the  extent  that  their  funding,  which  may  extend  over  15 
years,  has  not  been  completed.  As  a  corollary,  plan  funds  may 
not  be  used  to  purchase  annuities  to  cover  the  unfunded  portion 
of  such  "additional  benefits."   (Act,  s.  21(9);  Reg.,  s.  2(6)). 

-  An  escalated  adjustment  for  retired  or  terminated  members  may 
be  excluded  from  prefunding  provided  that  at  least  the  cost 
of  actual  payments  is  met  as  a  current  service  cost;  but  the 
unfunded  portion  of  an  escalated  adjustment  may  be  dropped  in 
the  event  of  a  winding-up.   (Reg.,  s.  11(7)). 

Fundamental  to  solvency  is  the  requirement  that  the  funds  of  a 
pension  plan,  unless  administered  by  a  government,  must  be  administered 
by  individual  or  corporate  trustees,  a  life  insurance  company,  a  pension 
fund  society,  or  under  the  Government  Annuities  Act  (Canada).  All 
payments  into  a  plan  therefore  are  segregated  fron  the  onployer's  assets 
and  cannot  revert  to  the  anployer  for  any  reason  without  the  consent  of 
the  oanmission.   (Reg.,  s.  18). 


Annual  cost  certificates  and  triennial  valuation  reports  are 
required.  The  Commission  must  be  satisfied  that  a  valuation  employs 
assumptions  that  are  appropriate  for  the  plan,  and  methods  "consistent 
with  the  sound  principles  established  by  precedent  or  coi.imon  usage 
within  tlie  actuarial  profession."      (Reg.,   s.   4b). 

Test  Valuations 

Of  importance  in  a  discussion  of  solvency  is  the  "test  valuation" 
described  in  section  4a  of  tlie  regulation.  As  tlie  name  suggests,  this 
metiiod  is  available  in  addition  to  a  regular  valuation  -  not  in  place  of 
it  -  and  may  be  used  at  the  discretion  of  the  actuary  to  determine  what 
portion  of  any  experience  deficiency  is  attributable  to  an  unforeseen 
escalation  of  salaries.  That  iX)rtion  may  tiien  be  treated  as  an  initial 
unfunded  liability  and  amortized  over  fifteen  rather  than  five  years. 
Conditions  prescribed  for  a  test  valuation  (e.g.,  maximum  6  per  cent 
interest,  no  turnover  assumption)  are  an  exception  to  the  latitude 
otherwise  given  to  the  actuary's  judgment;  and  the  fact  that  the  test  is 
based  essentially  on  winding-up  assumptions  is  an  exception  to  the  rule 
that  valuations  must  be  on  a  going  concern  basis,  accounting  for  future 
obligations  such  as  earnings-related  benefit  increases  in  final  average 
plans. (12) 

Investments 

Pension  fund  investments  are  regulated  under  section  14  of  the 
regulation  under  the  general  authority  of  sections  22(1) (b)  and  28(c)  of 
tlie  act.  Qualitative  limits  are  determined  first  by  reference  to  the 
Canadian  and  British  Insurance  Canpanies  Act  (Canada)  and  three  other 
federal  and  provincial  statutes  governing  insurance,  loan  and  trust 
companies.  The  effect  of  these  references  is  to  permit  investments  in 
government  and  government-guaranteed  loans,  corporate  bonds,  other 
secured  loans,  common  stocks  with  an  established  dividend  or  earnings 
record,   and  certain  other  incane-producing   investments. 

These  general  provisions  are  then  modified  in  quantitative  as 
well  as  qualitative  terms.  Real  estate  and  leasehold  investments  are 
permitted,  subject  to  certain  conditions  including  an  overall  limit  of  7 
per  cent  of  total  plan  assets  at  book  value.  Investments  and  loans 
otherwise  not  permitted  (not  including  real  estate  or  leaseholds)  may  be 
made  up  to  7  per  cent  of  tlie  book  value  of  plan  assets  (the  so-called 
"basket  clause"). 

A  10  per  cent  limit  is  imposed  on  the  value  held  in  securities  of 
a  single  corporation  or  person,  including  the  plan  sponsor.  Loans 
except  for  personal  residential  martgages  are  not  permitted  to  persons 
connected  with  management  of  the  plan,  including  personnel  of  a  union 
representing  employees  of  the  plan  sponsor.  Commissions  or  similar 
payments  to  company,   union  or  fund  personnel  are  expressly  prohibited. 


Investments:  Supervision 

In  the  annual  information  return  the  employer  is  required  to 
certify  that:  "the  plan  and  the  investments  thereof  have  been  admin- 
istered in  accordance  with  the  Act  and  Regulation...."  While  there 
is  no  specific  requirement  for  filing  particulars  of  the  investment 
portfolio  or  plan  transactions,  the  conmission  has  the  power  to  obtain 
the  necessary  information  under  sec.  9(3)  of  the  regulation. 

Disclosure  to  Enployees 

Each  enployee  v^o  is  eligible  or  required  to  become  a  plan  member 
is  entitled  under  section  23b  of  the  act  to:  "a  written  explanation 
of  the  terms  and  conditions  of  the  plan  applicable  to  him  or  her;  a 
written  explanation  of  the  rights  and  duties  of  the  employee;  and  such 
other  information  as  may  be  prescribed  by  the  regulations"  -  all  within 
prescribed  time  limits.  Similar  information  must  be  provided  when  the 
plan  is  amended.  In  addition,  an  onployee  on  termination  or  retirement 
must  be  given  a  written  statement  of  his  or  her  benefit  entitlement. 

No  other  disclosure  to  employees  is  required,  except  that  any  plan 
member  (or  an  agent  with  written  authorization)  may  inspect  and  make 
extracts  fran  the  plan  at  the  offices  of  the  conmission  (s.  23c).  These 
statutory  provisions  are  not  amplified  by  the  regulation. 


ADMINISTRATION  OF  THE  ACT 

The  Pension  Commission  of  Ontario 

Administration  of  the  act  is  the  responsibility  of  the  Pension 
Conmission  of  Ontario  (PCO)  which  reports  to  the  Legislature  through 
the  Minister  of  Consumer  and  Conmercial  Relations.  The  commission  is 
conposed  of  from  five  to  nine  members  (currently  nine)  including  a 
chairman  and  vice-chairman,  appointed  by  the  Lieutenant  Governor  in 
Council  for  terms  of  one  to  three  years  and  eligible  for  reappointment. 
In  practice,  all  are  drawn  from  outside  the  public  service  and  serve  on 
a  part-time  basis,  with  meetings  once  or  twice  a  month.  Hearings  as 
such  are  not  held  by  the  conmission,  although  groups  of  commissioners 
are  delegated  from  time  to  time  to  meet  with  interested  parties  on 
specific  questions  of  conpliance. 

Functions  of  the  conmission  include  the  acceptance  of  pension  plans 
for  registration  and  the  rejection  or  cancellation  of  registration  of 
plans  whose  terms  or  administration  do  not  comply  with  the  act  and 
regulations.  Fees  are  assessed  and  collected  on  behalf  of  the  gov- 
ernment for  registration  and  annual  supervision  of  plans.  In  more 
general  terms,  the  conmission  has  the  function  of  conducting  surveys 
and  research  programs,  and  "to  promote  the  establishment,  extension 
and  irrprovement  of  pension  plans  throughout  Ontario"  (Sec.  10).   As 


discussed  below,  the  PCO  is  also  authorized  to  enter  into  agreements  and 
co-ordinating  arrangements  witli  other  provincial  and  federal  supervisory 
agencies. 

Superintendent  and  Staff 

A  Superintendent  of  Pensions,  appointed  by  the  commission,  is  in 
charge  of  day-to-day  administration.  He  has  the  statutory  authority  to 
inspect  pension  documents  in  the  hands  of  employers,  insurers,  trustees 
or  other  persons,  and  to  require  the  furnishing  of  relevant  information 
in  a  forni  acceptable  to  the  conmission  (Sec.  7).  He  is  assisted  by  a 
staff  of  some  twenty  persons,  including  specialists  in  analysis  of 
pension  documents  and  related   financial  and  actuarial  reports. 

Administrative  Procedures 

Operations  of  the  conmission  and  staff  are  centred  around  plans, 
cost  certificates,  information  returns,  actuarial  valuations  and  other 
material  required  to  be  filed  and  examined  for  compliance  with  the 
act  and  regulations.  Certain  decisions  such  as  the  formal  accept- 
ance or  rejection  of  plans  for  registration  are  the  prerogative  of  the 
conmission  as  such.  Otherwise,  supervisory  functions  are  carried  out 
largely  by  the  staff  on  the  basis  of  methods  and  practices  previously 
established  by  the  conmission.  Ihe  conmission  is  concerned  chiefly  with 
situations  in  which  new  departures  in  plan  design,  actuarial  methods  or 
investment  practice  require  specific  policy  direction  to  clients  as  well 
as  staff.  This  process  also  involves  frequent  consideration  of  possible 
renriedial  changes   in  the  regulation  or  the  act  itself. 

Sone  indication  of  the  overall  work  load  may  be  obtained  from  the 
commission's  operating  statistics.  At  March  31,  1979,  7,606  plans 
covering  approximately  1,150,000  members  were  supervised  by  the  com- 
ndssion,  excluding  membership  and  plans  supervised  on  behalf  of  the 
conmission  by  other  jurisdictions.  During  the  1978-79  fiscal  year,  335 
plans  covering  27,229  members  were  registered,  and  370  plans  covering 
8,095  members  were  terminated. (13) 

Operating  Costs 

Provision  is  made  in  Section  11  of  the  act  for  financing  the 
conmission  through  moneys  appropriated  by  the  Legislature.  Fees  and 
other  revenues  collected  by  the  conmission  are  turned  over  to  the  pro- 
vincial treasury,  and  are  therefore  not  officially  the  basis  of  budgeted 
expenditures.  In  recent  years,  however,  it  appears  that  budgetary 
controls  exercised  by  the  government  have  had  much  the  same  effect,  so 
that  the  conmission' s  c^erations  have  becone  virtually  self-supporting. 
(14) 

Accounts  of  the  conmission  are  examined  annually  by  the  Provincial 
Auditor. 


Reciprocal  Agreements 

The  conmission  is  authorized,  subject  to  Cabinet  approval,  to  enter 
into  agreements  with  the  authorized  representatives  of  a  designated 
province  or  the  Government  of  Canada  to  provide  for  the  reciprocal  reg- 
istration, audit  and  inspection  of  pension  plans  and  for  the  establish- 
ment of  a  Canadian  association  of  pension  ccmmissions   (Sec.   10(2) (a)). 

Reciprocal  agreements  to  date  have  been  made  with  Quebec,  Alberta, 
Saskatchewan,  Nova  Scotia,  Manitoba  and  the  federal  government,  all 
under  parallel  provisions  of  their  respective  statutes.  Provinces  and 
territories  are  "designated"  by  regulation  (s.  20)  on  the  basis  that 
they  have  legislation  in  force  that  is  "substantially  similar"  to  the 
Ontario  act.  (15)  Among  the  jurisdictions  currently  designated  are  the 
Nortlrwest  Territories  and  Yukon  Territory,  both  of  which  are  covered  by 
the  federal  Pension  Benefits  Standards  Act.  A  similar  agreement  has 
been  entered  into  with  the  federal  government  by  Order-in-Council  under 
Section  10(2) (a)  of  the  act. (16) 

In  general  terms  the  reciprocal  agreements  authorize  a  single 
autliority  to  carry  out  the  supervisory  function  v\*iere  a  pension  plan  has 
members  in  more  than  one  jurisdiction.  Determination  of  the  "major 
authority"  is  based  on  the  location  of  a  plurality  of  plan  members,  not 
counting  members  in  non-participating  provinces. (17)  Each  plan  is 
considered  to  be  subject  to  the  prescribed  conditions  of  the  law  in  the 
"minor"  jurisdiction,  and  the  "major"  authority  is  responsible  for 
acting  on  behalf  of  the  "minor"  authority.  (18)  Since  two  statutes  may 
differ  in  some  respects  altliough  "substantially  similar,"  the  adminis- 
tering agency  must  be  informed  in  detail  concerning  the  legislation 
of  the  other  authorities.  For  this  purpose  tliere  is  a  continuing 
exchange  of  amendments  and  other  material  among  the  superintendents, 
who  also  maintain  an  informal  association  to  facilitate  the  task  of 
administrative  co-ordination. (19) 

Canadian  Association  of  Pension  Supervisory  Authorities 

Questions  of  uniformity  in  a  more  general  sense,  including  pro- 
posals for  legislative  changes,  are  discussed  regularly  in  the  Canadian 
Association  of  Pension  Supervisory  Authorities  (CAPSA).  Ontario's 
participation  is  authorized  by  section  10(2)  of  the  act,  and  the  com- 
mission is  represented  by  its  chairman.  The  association  meets  two  or 
three  times  a  year.  As  part  of  its  broad  mandate  to  evaluate  existing 
legislation  and  propose  amendments,  CAPSA  has  undertaken  on  occasion  to 
sponsor  public  conferences  in  order  to  hear  the  views  of  interested 
persons  and  organizations. 

Research  and  Development 

Under  its  general  power  "to  pranrate  the  establishment,  extension 
and   improvement  of  pension  plans  throughout  Ontario"   the  conmission  over 
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the  years  has  initiated  a  number  of  amendments  to  the  act  and  regula- 
tion, all  witli  the  apparent  aim  of  tightening  loopholes  and  removing 
anonalies,  but  within  the  major  terms  of  the  act  as  revised  in  1965. 
Any  studies  tlie  ocmmission  nay  have  undertaken  with  a  view  to  recommend- 
ing significant  departures  in  policy  would  seem  to  have  been  directed 
primarily  towards  CAPSA,  evidently  in  an  effort  to  promote  uniformity 
of  change  among  the  various  jurisdictions.  ( 20 )  An  exception  to  this 
general  approach  was  a  survey,  initiated  by  the  commission  in  1972 
before  CAPSA  was  constituted,  soliciting  responses  from  employers, 
employee  organizations  and  otliers,  to  a  suggestion  that  the  vesting  rule 
be  changed  fron  45  and  10  to  age  40  and  5  years'  service.  Results  of 
the  survey  were  not  made  public,  however,  and  no  legislative  action 
along  tlie  proposed  lines  was  subsequently  taken. 

It  should  be  noted  that  the  act  does  not  explicitly  require  the 
canmission  to  review  the  legislation  or  make  reconmendations  for  amend- 
ments. Ihat  function  was  assigned  in  the  original  act  to  a  repre- 
sentative Advisory  Review  Ccximittee,  appointed  at  five-year  intervals, 
whose  report  on  possible  amendments  to  the  act  and  regulations  were  to 
have  been  suhanitted  by  the  Minister  to  Cabinet  and  later  tabled  in  the 
Legislature.  (21)  With  deletion  of  this  provision  in  the  1965  revision, 
the  review  function  implicitly  passed  to  the  pension  oomiission;  but  no 
ccmparable  provision  was  nade  for  a  periodic  review  of  the  legislation 
and  tabling  of  recommendations   in  the  Cabinet  and  Legislature. 

Research  conducted  by  the  canmission  includes  active  participation 
in  a  co-operative  statistical  program  developed  in  1969  jointly  by 
Statistics  Canada  and  the  several  supervisory  authorities.  The  program 
has  produced  a  central  data  bank  from  which  statistical  reports  are 
generated  on  a  provincial  as  well  as  national  basis.  It  is  the  basis  of 
the  biennial  report.  Pension  Plans  in  Canada,  published  by  Statistics 
Canada.  That  publication  and  numerous  special  ccmpilations  for  Ontario 
are  cited  frequently  in  the  present  report. (22) 

Enforcement 

rfon-compliance  with  the  act  and  regulations  may  result  in  a  refusal 
or  cancellation  of  registration.  Provision  is  made  in  section  26  for 
formal  reconsideration  of  a  canmission  decision  to  refuse  or  cancel  a 
certificate  of  registration,  and  an  appeal  lies  to  the  Court  of  Appeal 
fron  the  canmission' s  decision  following  such  a  review. 

Operation  of  a  pension  plan  for  which  a  certificate  of  registration 
has  been  refused  or  cancelled  could  lead  to  prosecution,  as  could  any 
contravention  of  the  act  or  regulations,  with  a  fine  of  from  $200  to 
$10,000.  More  significantly  however,  lack  of  registered  status  under 
pension  legislation  deprives  the  plan  of  an  essential  precondition  for 
registration  of  the  plan  for  income  tax  purposes.  ( 23 )  The  potential 
loss  of  deductibility  for  both  employer  and  employee  pension  contri- 
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butions  no  doubt  accounts  for  the  fact  that  enforcement  problems  under 
the  Pension  Benefits  Act  thus  far  have  been  virtually  non-existent. 

Public  Contacts,  Conplaints 

Intervention  by  the  commission  on  behalf  of  individuals  is  not 
envisaged  in  the  present  act  except  somewhat  indirectly,  in  that  the 
ccmmission  has  the  power  to  cancel  a  certificate  of  registration  of  any 
plan  that  is  not  being  administered  according  to  a  contractual  provision 
required  by  the  act  or  regulations  (Sec.  10 (1 ) (c) ( iii ) .  Since  the 
information  on  vAiich  such  action  might  be  based  is  not  necessarily  found 
in  the  documents  or  reports  filed  by  the  employer,  the  superintendent 
and  staff  are  expected  to  attend  to  all  inquiries  from  employees  and 
beneficiaries,  and  bring  to  the  attention  of  those  responsible  any 
administrative  practices  viiich  could  lead  to  deregistration  of  a  plan. 
Currently,  employee  inquiries  are  received  in  considerable  volume:  scjne 
3,800  telephone  calls  per  year,  200  letters,  and  upward  of  200  inquiries 
in  person.  In  addition  there  are  numerous  contacts  with  lawyers,  union 
officials  and  others  acting  for  individuals.  As  explained  by  the  super- 
intendent, the  work  involved  in  responding  to  a  particular  inquiry  may 
amount  to  no  more  than  a  straightforward  explanation  of  some  provision 
of  the  act  or  of  a  specific  plan;  but  it  may  require  a  substantial 
amount  of  investigation  and  discussion  with  an  employer,  administrator, 
or  consultant.  While  some  conplaints  may  be  without  foundation,  all  are 
considered  to  coiie  within  v^at  might  be  termed  the  "consumer  protection" 
aspect  of  the  commission's  task. (24) 

Because  of  budget  constraints,  the  function  of  providing  public 
information  and  assistance  is  assumed  by  the  staff  as  an  ancillary 
obligation  rather  than  by  a  specific  individual  or  division. 


THE  RDLE  OF   THE  PENSION  COMMISSION  -  PAST  AND  FUTURE 

Public  policy  as  expressed  in  the  Pension  Benefits  Act  is  essen- 
tially to  ensure  that  pension  plans  do  viiat  they  purport  to  do.  Rather 
than  attempt  a  conplete  reshaping  of  employers'  pension  policies  the 
Legislature  in  1965  chose  to  regulate  pension  plans  on  their  own  ground, 
accepting  the  existing  variety  of  plan  designs  but  imposing  selected 
controls  in  the  areas  of  vesting,  solvency,  and  investments,  ^art  fron 
requiring  that  employees  be  given  information  about  applicable  plan 
provisions,  the  act  avoided  tlie  subject  of  disclosure  to  members  or  the 
public.  The  practices  of  "better  employers"  appeared  to  be  models 
for  Tcost  of  the  legislated  standards;  but  many  key  features  of  the 
"models"  -  benefit  levels,  eligibility  conditions,  spouses'  benefits, 
for  example  -  were  not  reflected  in  the  act.  Funding  requirements 
eliminated  terminal  and  pay-as-you-go  funding  practices  and  regularized 
the  treatment  of  both  current  and  unfunded  liabilities;  but  they  left 
the  actuary  substantially  free  to  cost  liabilities  according  to  any  gen- 
erally accepted  oonbination  of  methods  and  assumptions.   Plan  coverage 
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as  an  objective  of  legislation  was  effectively  dropped  with  the  1964 
amendments,  leaving  the  administrative  agency  with  only  a  generalized 
mandate  (in  section  10)  to  promote  the  establishment  and  extension  of 
pension  plans. 

In  its  main  thrust  the  legislation  aims  to  make  the  pension  prom- 
ise, at  whatever  level,  more  meaningful  to  employees  Uio  are  members  of 
pension  plans.  Stronger  funding,  limitations  on  the  scope  of  fund 
investments,  and  minimum  standards  for  the  preservation  of  individual 
entitlements  all  serve  to  protect  the  interests  of  plan  members  -  espe- 
cially those  who  attain  the  45  and  10  vesting  qualification  but  also 
those  who  may  expect  to  become  vested  in  the  future.  The  law  also 
may  be  seen  as  bringing  a  measure  of  order  into  the  pension  "market" 
and  thereby  benefiting  those  vvho  are  regulated.  By  placing  a  minimum 
price  tag  on  the  pension  ocmmitment,  the  act  and  regulation  serve  to 
prevent  certain  excesses  of  innovation  in  plan  design  and  marketing,  and 
thus  protect  not  only  employees  but  also  the  interests  of  employers, 
insurers,  and  consultants. 

In  its  operation  the  act  undoubtedly  has  achieved  a  number  of 
improvements  in  pension  provisions  and  practices,  and  has  done  so  with- 
out noticeably  disrupting  employers'  benefit  programs  or  discouraging 
innovation  in  pension  design.  Enforconent  problems  have  been  minimal, 
due  in  part  to  tlie  supportive  nature  of  federal  income  tax  rules  for 
pension  plans.  Vesting  and  funding  requirements,  while  demonstrably 
inadequate  (as  discussed  in  chapters  8  and  9),  have  been  implemented 
with  considerable  care;  and  a  number  of  important  technical  changes  have 
been  made  to  close  up  gaps  in  the  original  provisions. 

Administrative  performance  of  the  commission  and  staff  has  not 
been  a  target  for  criticism  in  submissions  to  this  Commission.  We 
are  impressed  in  fact  by  the  generally  high  degree  of  professionalism 
with  which  functions  assigned  to  the  canmission  have  been  carried  out, 
especially  in  the  light  of  budget  and  staffing  constraints  which  might 
well  have  been  reflected  in  some  visible  loss  of  effectiveness.  Apart 
from  the  more  routine  supervisory  functions,  we  have  evidence  that 
the  superintendent  and  staff  have  made  continuing  efforts  to  give  an 
important  additional  dimension  to  the  legislation  through  educational 
contacts  with  the  public  and  in  particular  by  assisting  pension  plan 
members  and  others  in  problems  of  entitlement  within  the  general  purview 
of  the  act. 

As  it  stands,  the  Pension  Benefits  Act  therefore  appears  to  func- 
tion v>ell  in  terms  of  its  original  purpose.  TTiat  purpose,  however,  does 
not  specifically  einbrace  what  is  known  today  as  "consumer  protection." 
Without  wishing  to  detract  fran  the  effective  manner  in  which  the  act 
was  put  in  place  to  fill  what  amounted  to  a  legislative  vacuum,  the 
Ccnmission  is  of  the  cpinion  that  the  law  should  be  evolving  more  posi- 
tively towards  meeting  the  needs  of  employees,  pension  plan  members,  and 
beneficiaries: 
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-  by  incorporating  a  vesting  standard  more  appropriate  to  the 
realities  of  an  increasingly  mobile  work- force,  with  the  neces- 
sary machinery  to  facilitate  transfers  of  pension  credits; 

-  by  ensuring  that  mandatory  vesting  acconplishes  more  than  simply 
locking  in  employee  contributions; 

-  by  imposing  specific  limits  on  conditions  such  as  age  and  ser- 
vice which  effectively  exclude  many  workers  from  participation 
in  pension  plans; 

-  by  adopting  more  explicit  rules  governing  the  use  of  actuarial 
methods  and  assumptions  for  pension  funding. 

This  Gcmmission  has  arrived  at  a  number  of  recommendations  deal- 
ing with  cperational  sections  of  the  act  and  regulation,  calling  for 
improvement  within  the  existing  framework  of  the  Pension  Benefits 
Act  and  the  present  role  of  the  Pension  Commission  of  Ontario.  Our 
reconmendation  for  a  mandatory  retirement  savings  plan  (Chapter  12) 
could  affect  both  the  content  of  the  act  and  the  work  of  the  Pension 
Commission.  In  part,  the  consequent  changes  in  the  legislation  and 
supervisory  responsibilities  will  create  a  substantial  increase  in  the 
quantity  of  vrork  for  the  superintendent  and  staff  and,  for  a  time  at 
least,  for  the  Pension  Conmission  itself. 

However  this  Ccsnmission  does  not  consider  these  recommendations 
go  far  enough  in  the  present  climate  of  retirement  income  provision. 
Instead  there  must  be  a  move  towards  the  protection  of  the  retirement 
income  (specifically  pension)  rights  of  the  individual  as  opposed  to  the 
regulation  of  rights  of  pension  plan  members  in  general  and  obligations 
on  onployers  as  pension  plan  sponsors.  The  Commission  sees  positive 
action  to  this  end: 

-  by  requiring  the  regular  disclosure  to  employees  of  operating 
information  concerning  their  pension  plans,  including  particu- 
lars of  how  and  to  vvtiat  extent  benefits  are  secured; 

-  by  requiring  the  protection  of  plan  assets  by  the  regular  audit- 
ing of  both  the  plan  assets  and  the  plan  operations; 

-  by  establishing  a  new  role  for  the  Pension  Conmission  of  CTitario 
in  protecting  the  rights  of  eraployees  and  plan  members,  with  the 
necessary  resources  and  procedures  to  pursue  that  role  actively 
through  public  education  and  through  direct  intervention  in  some 
c  ircumstances . 

It  will  be  recalled  that  in  formulating  our  recommendations  for 
earlier  vesting  we  distinguished  somewhat  different  steps  depending  on 
whether  or  how  soon  PURS  was  adopted.  Our  recommended  changes  in  the 
Pension  Benefits  Act  may  also  be  affected  by  the  nature  and  timing  of 
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that  important  policy  departure.  For  the  most  part,  however,  the  need 
for  iTore  effective  protection  of  tlie  rights  of  individual  plan  members 
requires  prompt  action,  whether  or  not  action  is  also  taken  to  improve 
pension  coverage.  This  observation  leads  to  the  conclusion  that  there 
must  be  no  delay  in  making  those  changes  that  are  capable  of  immediate 
installation.  Our  reconmendations  for  new  disclosure  and  auditing  rules 
set  out  below  clearly  fit  into  that  category.  Similarly,  recommendations 
on  procedural  matters,  facilitation  of  transfers,  allocation  of  employer 
and  erployee  cost,  and  better  supervisory  standards  for  actuarial  valua- 
tions and  investjnents  -  should  be  considered  for  implementation  on  a 
priority  basis. 

The  following  section  deals  with  the  specific  areas  in  which 
changes  in  principle  from  the  existing  Pension  Benefits  Act  are  re- 
quired, and  with  the  new  role  which  the  Pension  Commission  of  Ontario 
will  have  to  adept  in  consequence. 

Disclosure 

In  the  Foreword  to  this  report  (Volume  I)  the  Commission  pointed 
out,  as  one  of  the  three  most  essential  points  in  the  report,  that: 

"Individual  planning  for  retirement  inccme  starts  with  information 
about  the  components  of  that  income.  Without  full  and  accurate 
information,  no  individual  can  be  expected  to  judge  how  much  should 
be  saved  from  current  consumption  or  in  what  way  savings  should 
be  used  to  achieve  the  desired  objective  at  retirement  age  and 
afterward.  Disclosure  of  all  relevant  information  therefore  is 
essential,  not  only  for  individual  arrangements  such  as  RRSPs  and 
annuities,  but  also  for  the  more  conplex  group  plans:  employment 
pensions  and  the  Canada  Pension  Plan." 

Clearly,  the  present  legislative  requirements  for  disclosure  fall 
short  of  that  objective.  Employees  are  assured  basic  information  about 
the  terms  of  a  plan  and  may  inspect  the  plan  at  the  commission  office; 
and  on  termination  they  must  be  given  a  written  statement  of  individual 
entitlement.  Except  for  these  minimal  rights,  employees  and  plan 
members  may  be,  and  often  are,  kept  entirely  in  the  dark  concerning  the 
provision  of  their  cwn  retirement  inccme.  In  fact,  the  Pension  Benefits 
Act  would  not  appear  to  have  added  anything  of  significance  to  the 
practice,  established  long  before  the  legislation  emerged,  whereby  the 
employer  willingly  distributed  information  about  pension  plan  benefits 
but  nothing  else.  In  a  sense,  the  act  might  be  seen  as  confirming  the 
traditional  employer  position:  that  only  the  pension  premise  as  such  is 
of  importance  to  the  enployees,  and  the  means  by  which  that  promise  is 
fulfilled  is  not  their  concern. 

As  observed  previously,  the  individual  is  not  well  served  by  a 
plan,  voluntary  or  compulsory,  which  gives  him  or  her  insufficient 
information  for  intelligent  decisions:  whether  to  participate  in  the 
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plan;  to  what  extent  additional  saving  is  desirable  or  essential;  what 
options  are  to  be  exercised;  or  how  the  plan  might  be  improved  through 
collective  bargaining.  Reliability  of  one's  future  retirement  incane  is 
much  too  important  a  question  to  be  left  to  guesswork;  nor  can  it  be 
assessed  by  most  plan  members  simply  by  reading  an  anployer's  outline  of 
the  plan  terms.  Neither  is  it  sufficient  in  the  Commission's  view 
that  employees  be  given  only  the  broadest  generalizations  regarding 
the  sharing  of  pension  costs.  Employees  are  entitled  to  have  hxjth 
clear  explanations  and  actual  figures.  Ihey  should  know  the  respective 
amounts  contributed  by  the  onployer  and  anployees,  the  funding  schedule 
for  benefits  that  are  not  currently  funded,  the  way  or  ways  in  which 
funds  are  invested,  and  viiat  provisions  are  made  for  securing  various 
benefits  if  the  plan  is  terminated. 

In  determining  the  scope  and  content  of  disclosure  regulations, 
we  nust  bear  in  mind  that  the  objective  is  to  give  all  plan  members 
assurance  that  the  pension  premise  is  capable  of  being  delivered,  and 
thereby  to  give  them  a  firm  basis  for  intelligent  personal  decisions. 
The  governing  principle  must  be  that  no  information  about  an  employment 
pension  plan  or  its  operation  which  is  necessary  for  individual  assess- 
ment is  to  be  unreasonably  withheld  fran  any  member  of  the  plan  (active, 
retired,  or  terminated)  or  his  or  her  beneficiary,  or  fron  any  employee 
who  is  eligible  to  join  the  plan.  Practical  considerations  obviously 
will  irtpose  certain  limitations  on  the  frequency,  form,  and  precise 
content  of  the  items  required  to  be  disclosed. 

The  Commission  has  studied  the  disclosure  rules  of  other  jurisdic- 
tions -  notably  Quebec,  Manitoba,  and  the  United  States  -  in  the  light 
of  this  principle.  We  have  also  reviewed  suggestions  put  forward  in 
briefs  to  the  Ccsnmission,  and  those  reported  in  the  Consumer  Survey. 
From  all  available  sources  it  appears  that  the  following  classes  of 
information  are  regarded  as  essential,  but  at  tlie  same  time  capable  of 
different  methods  or  degrees  of  disclosure: 

1.  individual  benefit  particulars; 

2.  employer  cost  data; 

3.  evidence  of  plan  solvency; 

4.  fund  investment  information  (most  frequently  mentioned  by 
respondents  to  the  Consumer  Survey) . 

This  classification  permits  some  distinction  to  be  drawn  between 
routine  and  occasional  disclosure  requirements  -  that  is,  between  those 
matters  whose  nature  makes  it  necessary  and  feasible  to  ensure  that  they 
are  reported  regularly  to  all  participants,  and  those  which  should  be 
made  available  en  the  request  of  a  plan  member  or  his  or  her  represent- 
ative. Precisely  how  this  distinction  is  to  be  applied  in  drafting  the 
necessary  regulations  will  involve  an  item-by-item  consideration  of  what 
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is  practicable  and  reasonable  to  require  in  various  types  of  plan.  In 
general  terms,  however,  disclosure  rules  should  be  provided  along  the 
following  lines: 

Routine  disclosure: 

a)  Annually  to  each  member  of  the  plan:  individual  member  con- 
tribution (if  any)  and  benefit  data;  copy  of  the  employer's 
pension  fund  statements  (described  below)  for  the  current  year; 
name  and  address  of  the  plan  administrator  and  each  financial 
carrier;  and  specific  directions  for  obtaining  additional 
information. 

b)  To  each  rrember  on  termination  of  employment  or  membership:  a 
detailed  statement  of  his  or  her  benefit  entitlement,  including 
the  mstliod  of  calculation;  in  the  case  of  a  defined  benefit 
plan  (if  the  Canmission's  recommendations  concerning  rights  on 
termination  are  adopted)  a  statement  of  employee  and  employer 
cost  and  excess  contributions  (if  any);  a  concise  explanation 
of  all  benefit  options  available  to  the  individual  and/or 
any  surviving  beneficiary;  a  summary  of  fund  investments  and 
current  rates  of  return;  specific  directions  for  applying  for 
benefits  and  options;  and  the  name  and  address  of  each  payor  of 
the  person's  benefits. 

c)  In  defined  benefit  plans  a  statonent  warning  that,  in  the  event 
of  a  wind-up  of  the  plan,  specific  plan  improvements  lAhich  have 
not  yet  been  paid  for  may  be  cut  back  by  the  proportion  the 
unpaid  special  payments  bear  to  the  number  of  years  over  which 
the  cost  of  the  improvements  has  been  amortized. 

d)  In  multi-employer  plans  a  statement  that  promised  benefits 
can  only  be  paid  to  the  extent  the  contributions  fund  such 
benefits. 

Occasional  disclosure: 

a)  On  written  request,  to  any  plan  member  or  authorized  repre- 
sentative: a  copy  of  the  most  recent  plan  information  return 
(Form  2)  filed  with  the  Pension  O:mmission;  a  list  of  all  fund 
investments  showing  both  book  value  and  market  value  at  the 
end  of  the  last  plan  year,  together  with  a  statement  of  the 
time-weighted  rate  of  return  on  the  fund;  a  copy  of  the  most 
recent  actuarial  valuation  report  and  cost  certificate  filed 
with  the  commission;  and  a  copy  of  the  latest  available  audit 
report. 

b)  On  written  request,  to  any  plan  member  or  authorized  represent- 
ative: copies  of,  or  a  reasonable  opportunity  to  inspect 
and  make   extracts   from  documents   not  otherwise  provided    to 
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members,  such  as  a  trust  agreement,  a  contract  of  insurance  or 
investment  management,  by-law,  collective  agreement  or  other 
documents  under  which  a  plan  is  constituted. 

Finally,  it  would  seem  reasonable  that  the  present  right  of  a  plan 
member  (or  his  or  her  agent  authorized  in  writing)  to  inspect  plan 
documents  at  the  offices  of  the  canmission  should  be  extended  to  permit 
inspection  of  any  document  filed  with  the  canmission  for  which  a  right 
of  inspection  is  provided  in  paragraph  (b). 

Auditing 

At  present  the  Pension  Benefits  Act  contains  no  explicit  require- 
ment that  pension  plans  be  audited;  although  it  might  be  assumed  that 
the  employer's  pension  records  (at  least)  would  be  examined  routinely  in 
the  course  of  other  legally-required  audits,  and  that  other  relevant 
records  would  be  audited  according  to  the  various  laws  applicable  to 
trust  and  insurance  conpanies.  In  effect,  however,  the  only  evidence 
available  to  the  Pension  Canmission  that  all  sets  of  records  have  been 
reconciled  in  any  way  is  provided  in  the  annual  information  return 
and  cost  certificate,  and  in  the  triennial  valuation  report.  While 
these  reports  are  duly  certified  by  those  v*io  prepare  them,  the  data  on 
which  they  are  based  are  not  necessarily  audited,  nor  is  the  actuary 
responsible  for  verifying  the  accuracy  of  all  information  supplied  by 
the  employer  or  other  agents  of  the  plan. 

Fran  a  practical  standpoint  a  fully  insured  plan  (group  or  indi- 
vidual annuities)  requires  no  auditing  apart  from  verification  that 
the  contractual  payments  have  been  remitted  to  the  insurer.  With 
all  benefit  payments  guaranteed  by  the  insurance  company,  it  can  be 
presumed  that  the  provisions  of  insurance  legislation  will  safeguard  the 
interests  of  plan  members  as  v\ell  as  those  of  all  other  beneficiaries 
of  policies  underwritten  by  that  company.  The  same  cannot  be  said, 
however,  of  non- insured  or  partly  insured  arrangements.  In  those  cases 
various  plan  functions  are  dispersed  among  two  or  more  entities:  the 
employer,  trustees  (individual  or  corporate),  an  administrator,  and 
sometimes  an  investment  manager.  Each  is  accountable  in  law  or  by  the 
terms  of  a  contract  for  the  proper  handling  of  specific  functions. 
The  anployer  alone,  however,  is  ultimately  responsible  for  providing 
the  plan  benefits  and  for  observing  the  requirements  of  applicable 
legislation.  To  the  extent  that  the  law  does  not  regulate  the  affairs 
of  a  particular  agent  (trust  company  legislation,  for  instance)  the  onus 
is  primarily  on  the  employer  to  institute  v^^atever  supervisory  controls 
are  required.  Exceptions  to  this  general  rule  are  certain  public 
sector  pension  plans  created  by  specific  legislation,  all  of  which 
require  a  regular  audit,  and  the  Legislative  Assembly  Retirement  Act 
Fund  vvtiich  is  audited  routinely  as  part  of  the  Consolidated  Revenue 
Fund. (25) 
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For  present  purposes  it  is  unnecessary  to  mention  the  numerous  vrays 
in  which  errors  or  mismanagement  may  escape  attention  in  the  course 
of  the  multitude  of  transactions  that  take  place  between  the  time  an 
employee  first  enrols  in  a  pension  plan  and  the  date  the  final  pension 
cheque  is  received.  In  even  the  simplest  of  pension  plans,  virtually 
all  transactions  are  conducted  beyond  the  scrutiny  of  the  members  and 
often  beyond  the  immediate  attention  of  the  employer.  Investment  opera- 
tions of  a  pension  plan  are  typically  subject  to  no  detailed  examination 
by  members  of  the  plan;  nor  do  the  members  as  a  rule  have  access  to  an 
independent  ^praisal  of  this  or  any  other  phase  of  plan  management. 
Employers  are  free  to  have  a  plan  audit  performed,  either  separately  or 
as  an  extension  of  the  regular  company  audit,  but  many  do  not. 

At  present,  the  power  of  the  Pension  Conmission  to  require  supple- 
mentary data  concerning  a  pension  plan  is  defined  broadly  in  Section 
9(3)  of  the  regulation,  which  states  that  an  employer  may  be  required: 
"to  obtain  and  file  such  special  reports  as  the  Commission  requires."  It 
is  questionable  whether  this  provision  gives  the  conmission  the  power  to 
demand  an  audit  or  to  conduct  oie. 

In  essence,  the  question  of  mandatory  audit  is  not  one  of  princi- 
ple. The  act  and  regulations  do  not  emit  any  class  of  plan  information 
from  all  reporting  requirements,  routine  or  special;  nor  is  there  any 
room  for  doubt  that  all  material  filed  with  the  commission  must  be 
accurate  and  sut«nitted  in  good  faith.  What  is  missing  frcm  the  present 
legislation  is  the  requirement  we  find  in  corporation  legislation  that 
all  financial  reports  must  be  supported  by  the  certification  of  an 
auditor  according  to  a  recognized  set  of  accounting  standards.  This  gap 
in  the  lav/  should  be  filled  without  delay. 

We  are  recommending  that  the  act  be  amended  to  require  a  regular 
report  on  the  audit  of  each  pension  plan,  certifed  in  the  same  manner  as 
required  for  corporation  financial  statements,  and  covering  all  aspects 
of  plan  operation  and  fund  management. 

Ihe  audit  of  a  pension  plan  should  embrace  two  facets: 

a  plan  audit,  which  should  include  all  contributions  into  and 
monies  paid  out  of  the  plan  including  the  proper  application  of  all 
plan  provisions  and  authorization  for  payments; 

a  fund  audit,  which  should  include  the  physical  existence  of  as- 
sets, proper  execution  of  the  trustee's  function,  and  compliance 
with  the  investment  regulations  under  the  Pension  Benefits  Act. 

At  the  present  time  there  is  no  requirement  for  the  furnishing 
of  a  statement  of  either  the  plan  or  the  fund.  An  actuarial  valuation 
balance  sheet  (which  we  have  noted  in  Chapter  9  is  not  a  financial 
balance  sheet)  is  required  as  part  of  the  triennial  actuarial  report. 
An  eitployer  is  required  in  the  annual  information  return  to  certify 
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that  contributions  paid  to  the  plan  have  been  at  least  equal  to  those 
required  under  the  regulation  and  that  the  plan  and  investments  have 
been  administered  in  accordance  with  the  act  and  regulation. 

If  an  audit  procedure  is  to  be  required,  there  must  first  be  an 
obligation  placed  on  the  onployer  to  prepare  financial  statements.  The 
statements  required  appear  to  the  Cotimission  to  be  as  follows: 

1.  Statement  of  the  Financial  Continuity  of  the  Pension  Fund 
In  its  simplest  form  this  \sould  require: 

a)  opening  balance  of  assets  held  under  the  plan  provisions; 

b)  receipts  for  the  year,  showing  separately  the  amounts  paid 
in  by  plan  members,  the  amounts  paid  by  the  employer  for 
normal  contributions,  and  the  amounts  paid  by  the  employer 
for  special  payments,  and  investment  incone; 

c)  disbursements  for  the  year; 

d)  closing  balance  of  assets  held  under  the  plan  provisions. 

2.  Statement  of  the  Financial  Position  of  the  Pension  F\ind 
In  its  simplest  form  this  would  require: 

a)  closing  balance  sheet  for  the  fund,  including  at  least  a 
summary  of  investments  by  class  and  showing  both  their  book 
and  market  values; 

b)  a  notation  of  any  unfunded  actuarial  liabilities  as  re- 
ported by  the  latest  actuarial  valuation  for  the  plan  and 
including  a  statement  of  the  amount  of  special  payments  ( if 
any)  made  since  the  end  of  the  period  of  the  actuarial 
valuation. 

These  statements  should  be  prepared  by  the  employer  and  approved  by 
the  directors  of  an  onployer  conpany  or  the  owner  or  partners  of  a  firm. 
The  statements  will  serve  three  functions: 

to  bring  the  pension  plan  to  the  anployer's  specific  attention; 

to  provide  the  statements  necessary  for  disclosure  to  snployees; 

to  provide  the  statements  on  v^ich  the  audit  can  be  performed. 


20 


Frequency  of  Audits 

It  is  highly  desirable  that  the  pension  plan  audit  be  performed  at 
the  same  time  as  the  regular  company  audit  (where  one  is  done),  not 
sinply  for  reasons  of  convenience  but  in  order  to  facilitate  the  recon- 
ciliation of  pension  data  with  relevant  payroll  and  other  information  in 
the  employer's  possession.  We  reconmend  that  reports  acccnpanied  by  the 
certificate  of  a  chartered  accountant  be  required  as  follows: 

Plan  Audit 

-  At  least  every  three  years  for  all  plans  including  insured 
plans,  and  except  for  multi-employer  plans,  preferably  to  coin- 
cide with  the  period  of  the  triennial  actuarial  evaluation. 
Multi-employer  plans  should  have  a  plan  audit  annually. 

Fund  Audit 

-  Annually  for  all  plans;  with  qualified  or  limited  audits  where 
plan  assets  are  held  by  an  insurance  company  or  a  trust  conpany, 
as  discussed  below. 

While  the  auditor  would  be  verifying  the  physical  existence  of  the  fund 
assets  annually,  the  report  on  the  plan  audit  done  every  three  years 
would  require  a  certificate  of  the  auditor  that  the  investments  over  the 
three-year  period  conplied  with  the  requirements  of  the  Pension  Benefits 
Act.  One  wDuld  expect  that  the  auditor  wDuld  perform  some  of  the  work 
required  for  this  certificate  more  often  than  at  the  end  of  three  years. 

The  commission  should  also  be  given  the  specific  authority  to 
require  audits  more  frequently,  and  to  order  an  independent  audit  of  the 
plan,  the  fund,  or  both,  should  circumstances  warrant. 

The  Commission  appreciates  the  expense  involved  in  compulsory 
audits.  However  against  this  must  be  remembered  the  size  of  the  funds, 
the  ccnplexity  of  the  plans,  the  importance  to  the  individual  of  what 
in  many  cases  is  his  or  her  largest  "asset"  in  a  lifetime,  and  the 
risks  of  poor  record-keeping  and  accounting,  fraud,  and  conversion  of 
monies.  It  should  be  noted  that  this  Commission  made  inquiries  of 
police  authorities  at  federal,  provincial,  and  local  levels  as  to  any 
reported  frauds  or  losses  from  pension  plans  and  was  advised  that  there 
were  none  cf\  record.  While  past  experience  has  been  satisfactory,  at 
least  CXI  the  surface,  in  the  Conmission's  view  this  is  not  a  valid  rea- 
son for  delaying  audit  requirements.  Quebec  already  requires  the  annual 
filing  of  an  audited  statement  for  a  pension  fund,  and  the  federal 
Pension  Benefits  Standards  Act  requires  a  similar  statement  for  the 
pension  plan  assets  at  least  every  three  years. 
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Auditing  Standards 

Certain  tiasic  rules  for  plan  auditing  should  be  set  out  in  the 
regulations:  primarily  the  filing  requirements,  the  minimum  financial 
data  to  be  reported,  and  authority  for  the  Pension  Conmission  to  require 
additional  information  or  clarification.  Otherwise  we  would  expect 
professional  standards  to  be  applied  by  the  auditor  in  determining  the 
method  of  examination.  The  necessary  guidelines  for  pension  auditing 
should  be  prepared,  we  suggest,  in  a  manner  acceptable  to  the  Pension 
Canmission.  In  the  event  of  any  undue  delay  in  working  out  suitable 
professional  guidelines,  or  if  differences  in  approach  between  profes- 
sional bodies  (e.g.,  accountants  and  actuaries)  cannot  be  reconciled, 
the  Pension  Canmission  should  be  required  to  issue  and  enforce  a  set  of 
auditing   standards. 

Qualified  or  Limited  Audits 

Audit  requirements  in  general  must  be  directed  towards  a  full  and 
accurate  disclosure  of  plan  cperations.  The  scope  of  the  auditor's  task 
may  reasonably  be  reduced,  however,  to  the  extent  tiiat  certain  phases  of 
plan  cperation  are  adequately  covered  by  audit  procedures  and  reports 
of  a  financial  institution.  Only  when  those  external  reports  can  be 
related  in  a  reliable  way  to  the  particular  plan  however,  should  the 
plan  auditor  omit  any  step  in  his  or  her  detailed  examination.  Examples 
are: 

Insured  or  partly  insured  plan:  Where  an  insurance  company  under- 
writes all  or  some  of  the  plan  benefits,  the  insured  portion  of  the 
plan  may  be  audited  by  verifying  that  premiums  have  been  paid 
according  to  the  contract  with  the  insurer,  and  that  all  monies 
payable  under  the  plan  but  not  applied  under  the  insurance  contract 
are  properly  accounted  for.  Normal  auditing  requirements  will 
apply  to  all  other  monies  and  transactions,  including  those  relat- 
ing to  a  non-insured  arrangement  with  an  insurance  company  (e.g., 
deposit  administration,   segregated  fund). 

Pooled  investment  funds:  Where  pension  monies  are  invested  in  a 
pooled  investment  fund  operated  by  a  corporate  trustee  (including 
insurance  companies,  mutual  funds,  etc.)  and  providing  its  own 
audited  statements,  the  plan  auditor  will  be  entitled  to  rely  on 
those  statements,  but  should  verify  that  payments  into  and  from 
such  pooled  fund  on  behalf  of  the  plan  have  been  made  in  accordance 
with  the  tenns  of  the  plan  and   the   investment  management  agreement. 

Different  investment  vehicles:  In  the  case  of  a  plan  whose  funds 
are  invested  through  two  or  more  carriers  or  investment  managers, 
the  auditor  will  be  expected  to  verify  that  the  allocation  of 
monies  to  the  respective  investment  vehicles  has  been  properly 
authorized . 
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Eligible  Investments 

As  noted  previously,  the  present  regulation  requires  the  employer 
to  certify  annually  that  plan  investments  comply  with  the  regulation. 
Apart  from  that  general  declaration  and  any  relevant  comments  in  the 
triennial  valuation  report,  no  portfolio  information  is  normally  avail- 
able to  the  Pension  Commission.  Occasions  for  requesting  particulars  of 
fund  investments  presumably  are  few  -  mainly  cases  of  plan  termination 
or  instances  wliere  valuation  assumptions  are  questioned. 

Our  auditing  proposal  should  answer  the  obvious  question  regarding 
the  adequacy  of  investment  supervision  under  the  present  regulation  and 
canmission  practice.  A  regular  audit  will  not  only  confirm  that  the 
pension  plan  is  managed  according  to  proper  accounting  practices,  but 
also  will  serve  as  a  check  on  canpliance  with  the  investment  rules. 

Consumer  Role 

The  reconmendations  in  Chapters  8,  9,  11,  and  12  are  consistent 
with  the  consumer  approach.  The  recommendations  envisage  an  expanded 
role  for  the  Pension  Canmission  of  Ontario  in  the  following  areas: 

Rights  on  termination  of  employment  -  supervision  by  the  Pension 
Canmission  of  Ontario  of  tiie  valuation  of  the  accrued  pension  at 
the  date  of  termination,  including  the  setting  of  a  range  of 
interest  rates  for  valuation  purposes; 

Funding  -  establishment  of  guidelines  by  the  Pension  Cormiission  of 
Ontario  for  actuarial  assumptions,  methods,  and  valuations,  to 
exercise  some  external  control  on  the  practices  of  the  actuarial 
profession  related  to  pension  plans; 

Integration  -  establishment  of  criteria  which  will  ensure  an  equit- 
able integration  of  employment  pension  plans  with  government 
programs,  without  denying  the  right  to  integration; 

PURS  -  assessment  of  provisions  in  employment  pension  plans  to 
permit  opting  out  of  PURS  on  the  assurance  that  equal  benefits 
are  being  protected; 

Plan  termination  -  intervention  by  the  Pension  Commission  of 
Ontario  on  behalf  of  plan  members  where  employees'  contributions 
have  been  deducted  but  not  remitted  by  the  employer  to  the 
trustee,  and  for  onployer  contributions  due  but  not  made. 

As  redefined,  the  commission's  role  should  put  nxjre  emphasis 
on  assistance  to  the  individual.  As  now  constituted,  the  act  requires 
that  plans  be  administered  in  accordance  with  the  act  and  regulations 
(section  10(1)  (c))  but  otherwise  makes  no  provision  for  the  pension 
ccmmission  to  inform  and  assist  individuals  in  ascertaining  and  ensuring 
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their  rights  under  registered  pension  plans.  In  practice,  as  noted 
previously,  the  staff  of  the  conmission  acts  on  request  to  investigate 
individual  problems  concerning  conpliance  with  the  act;  but  these  inves- 
tigations are  necessarily  informal  and,  failing  an  outright  violation  of 
the  act  or  regulations,  may  result  in  nothing  more  than  advice  to  the 
plan  member  that  he  or  she  has  possible  grounds  for  civil  action  against 
the  plan  sponsor. 

It  is  the  contention  of  this  Commission  that  the  act  should  be 
amended  to  the  extent  necessary  to  require  the  pension  commission  to 
intervene  where  appropriate  on  behalf  of  an  employee  or  group  of  em- 
ployees, in  cases  of  bankruptcy  or  insolvency,  v^ere  their  rights  would 
appear  to  be  affected  by  actions  of  the  onployer,  trustee,  or  adminis- 
trator of  v^ich  the  individual  may  have  no  knowledge  or  opportunity  to 
control;  and  in  other  cases  where  pension  entitlements  are  in  dispute. 
The  conmission  should  be  given  both  fact-finding  and  enforcement  powers 
in  respect  of  all  provisions  of  a  pension  plan,  and  not  only  those 
provisions  subject  to  express  statutory  requirements. 

As  already  noted,  the  existence  of  an  act  regulating  the  way  in 
which  benefits  are  to  be  credited,  the  maintenance  of  solvency  and 
investment  policies  connotes  more  than  a  simple  concern  with  the  formal 
provisions  of  pension  documents  and  periodic  reports.  The  intent  of  the 
act  can  be  fully  carried  out  only  if  its  administration  is  designed 
to  respond  to  the  problems  of  the  individual  plan  member.  In  other 
words,  this  Commission  is  proposing  that  the  Pension  Benefits  Act  be 
redesigned  and  administered  to  a  greater  extent  as  consumer  legislation, 
and  that  its  procedures  and  staff  be  adjusted  as  required  to  carry  out 
the  functions  of  a  consumer  protection  law. 

The  Commission  therefore  recoranends  that  the  Pension  Benefits  Act 
be  amended  to  expand  the  role  of  the  Pension  Commission  of  Ontario 
fron  a  regulatory  body  alone  to  a  body  designed  to  inform  and  assist 
individuals  in  enforcing  their  rights  to  pension  benefits  in  employer 
pension  plans,  and  for  that  purpose  the  conmission  be  given  power 

a)  to  intervene  with  the  employer  on  behalf  of  a  plan  member  or  a 
class  of  plan  members,  including  active,  retired,  or  terminated 
memfciers  and  their  beneficiaries,  and  to  take  legal  proceedings 
on  behalf  of  such  individual  or  class  in  the  event  of  the 
bankruptcy  or  insolvency  of  the  plan  sponsor  which  adversely 
affects  the  pension  plan  for  events  prior  to  the  date  of  such 
bankruptcy  or  insolvency, 

b)  to  arbitrate  disputes  between  an  employer  and  an  individual 
employee  or  class  of  employees  as  to  entitlements  under  a 
pension  plan. 

With  a  revised  role  it  will  be  necessary  for  the  pension  commis- 
sion to  adopt  new  procedures,  not  only  for  investigating  individual 
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conplaints  but  for  mediating  and,  where  necessary,  hearing  evidence 
and  argument  concerning  disputed  claims.  It  is  essential  that  the 
ccmmission  give  careful  thought  to  the  fonn  of  such  procedures  and  that 
it  be  given  the  resources  appropriate  to  what  must  be  regarded  as  a 
quasi-judicial  role.  We  anticipate  on  the  basis  of  past  experience 
that  most  individual  problems  will  lend  themselves  to  a  more  informal 
resolution;  but  preparation  should  be  made  for  tlie  occasional  exception, 
which  must  be  handled  botli  fairly  and  expeditiously. 

Central  Pension  Agency 

There  are  two  distinct  functions  that  could  be  performed  by  a 
central  pension  cogency,  and  it  is  important  that  tJieso  two  functions  be 
distinguished: 

-  First,  it  could  be  empowered  to  act  as  a  trustee  for  tiie  purpose 
(as  presently  stated  in  sec.  16)  of  "receiving,  holding  and 
disbursing  pension  benefit  credits  under  this  Act." 

-  Second,  it  could  cperate  as  a  registry  for  the  recording  of  all 
pension  credits  as  determined  on  termination  of  employment  or 
retiraTient. 

A  need  for  some  type  of  transfer  machinery  was  recognized  in 
Part  II  of  the  original  act  v*iich  permitted  establishment  of  a  Central 
Pension  Agency;  and  in  section  16  of  the  present  act,  referring  only  to 
"an  agency"  but  otherwise  similar  in  intent. (26)  Evidently  because  the 
notion  of  a  central  agency  was  originally  associated  with  the  mandatory 
"standard  plan"  (dropped  from  the  act  in  1964),  section  16  has  not  been 
implemented.  Initially,  the  frequency  of  small  vested  entitlements  re- 
sulting from  application  of  the  45  and  10  rule  may  indeed  have  been  too 
slight  to  warrant  establisfiment  of  an  agency  whose  sole  function  would 
have  been  to  receive  transfers  if  permitted  by  employers  and  requested 
by  anployees.  It  is  impossible,  of  course,  to  guess  how  much  the  demand 
might  have  increased  as  the  number  of  vested  terminations  increased 
and  as  plan  wind-ups  raised  the  necessity  of  arranging  for  transfers 
of  liabilities  and  assets  from  ongoing  plans  to  insurers  of  deferred 
benefits.  The  opposition  to  such  an  agency  seems  to  lie  in  a  general 
dislike  for  mDre  government  intervention;  but  one  should  also  recognize 
that  such  an  agency  would  benefit  terminated  and  retired  employees  and 
not  the  active  plan  members  witli  whom  tiie  employers '    interest  lies. 

In  the  beginning  the  Commission's  concern  lay  with  the  estab- 
lishment of  a  government  agency  to  facilitate  the  operation  of  PURS. 
As  noted  in  Chapter  12,  permitting  an  employee  to  designate  a  finan- 
cial intermediary  for  tlie  investment  of  contributions  presupposes  some 
government  regulation  to  ensure  fair  investment  procedures  and  fee 
structures.  The  Commission  therefore  envisaged  an  Ontario  government 
agency  \\hich  would  offer  an  alternative  investment  netlium  to  individual 
participants.     Ihe  same  agency  might  perform  tlie  function  of    receiving 
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and  allocating  contributions  under  PURS  if  that  function  is  not   carried 
out  through  the  administrative  inachinery  of  the  Canada  Pension  Plan. 

The  reconmendations  for  improved  rights  of  transfer  at  the  em- 
ployee's cption  on  termination  also  create  the  need  for  some  alternative 
repository  to  v^ich  the  value  of  accrued  benefits  can  be  transferred. 
Failure  to  find  an  acceptable  method  of  calculating  the  value  of  pension 
credits  at  the  time  of  transfer  to  or  frcm  the  central  agency  has  thus 
far  been  a  deterrent  to  utilizing  section  16  of  the  act,  and  therefore 
an  ctostacle  to  the  encouragement  of  genuine  portability.  With  imple- 
mentation of  our  recoimendations  for  a  uniform  approach  to  the  valuation 
of  vested  pensions  this  obstacle  will  be  removed,  and  it  will  become 
possible  to  facilitate  or  require  transfers  of  pension  credits  as  the 
circumstances  dictate.  It  should  be  stressed  that  PURS  amplifies  the 
need  for  a  government  agency;  but  with  expanded  transfer  rights  the  need 
exists  and  should  be  net  v^ether  or  not  a  mandatory  plan   is   installed. 

Once  the  need  for  an  agency  to  support  transfer  rights  is  estab- 
lished, it  wDuld  seem  reasonable  for  such  a  body  to  assume  the  second 
function  of  a  central  pension  agency.  The  recording  function  is  impor- 
tant for  the  protection  of  the  rights  of  the  individual.  Perhaps  the 
best  statement  of  how  deficiencies  in  the  record-keeping  process  can 
result  in  a  loss  of  rights  can  be  generalized  by  a  paraphrase  of  part  of 
Brief  394. 

"TWO  years  ago  I  learned  by  accident  that  in  1975  my  pension  had 
been  transferred  to  another  trust  company.  When  seeking  confirm- 
ation fron  my  anployer  it  first  denied  then  later  admitted  that  the 
transfer  had  indeed  taken  place.  I  vras  never  officially  informed 
of  this  change. 

"Neither  was  I  told  that  subsequent  to  my  departure  my  employer 
company  went  out  of  existence  or  that  the  parent  changed  its  cor- 
porate name.  Yet,  I  consider  all  this  information  very  relevant  to 
my  being  able  to  track  down  iry  pension  v\hen  the  time  cones  in  1998. 
There  will  undoubtedly  be  further  changes  in  the  years  ahead. 
The  head  office  of  the  company  will  likely  be  relocated.  The 
administration  of  m/  pension  may  easily  be  moved  in  the  next  20 
years  or  so  to  yet  another  financial  institution.  Will  I  be 
notified  of  such  developments?" 

The  brief  v^ent  on  to  suggest  that  onployers  should  be  required  to 
notify  all  former  employees  with  pension  rights  of  changes  such  as  those 
which  had  taken  place  in  his  case.  In  the  Commission's  opinion  this 
approach  would  be  difficult  and  not  very  effective;  but  the  Commission 
acknowledges  there  is  a  very  real  problem  involving  in  particular  the 
rights  to  a  pension  of  mobile  employees  and  of  all  beneficiaries  enti- 
tled to  survivor  benefits.  Since  a  central  agency  of  some  sort  will  be 
required  to  facilitate  any  reconmended  rights  on  transfer,  the  Commis- 
sion also   recommends   that   such   an  agency  assume   the   record-keeping 
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function  necessary  to  record  future  rights  under  employment  pension 
plans.  Elnployers  wDuld  be  required  to  submit  the  necessary  data  when 
employees  terminate  employment  or  retire;  and  the  agency  would  provide 
individual  data  on  request  to  plan  members  and  former  aiiployees.  Where 
necessary,  the  central  agency  could  supply  the  information  necessary 
for  the  Pension  Commission  to  enforce  the  claim  of  an  individual  for 
payment. 

It  would  be  feasible  for  each  province  to  set  up  such  a  registry  on 
its  cwn  account.  If  Ontario's  and  similar  registries  in  other  provinces 
were  to  adopt  a  uniform  system  of  recording  and  retrieving  personal 
pension  data,  it  vvould  be  a  relatively  simple  matter  to  provide  the  same 
services  on  a  national  basis  under  the  terms  of  reciprocal  agreements 
within  a  period  of,  say  two  or  three  years.  Such  a  system  would  indeed 
enhance  a  type  of  portability  right  which  is  an  important  need  of  the 
mobile  anployee  not  only  within  Ontario  but  across  the  country. 


REVISION  OF  1HE   PENSION  BENEFITS  ACT 

Since  the  Pension  Benefits  Act  came  into  force,  January  1,  1965,  it 
has  been  amended  a  number  of  times,  primarily  to  support  the  principles 
established  originally  in  the  act.  Quite  apart  from  the  new  role 
envisaged  by  this  Conmission,  it  is  clear  that  the  time  has  come  for 
a  general  review  and  overhaul  of  the  act.  The  following  areas  in 
particular  should  be  considered.  It  would  seem  logical  that  the  Pension 
Conmission  itself  should  undertake  the  review  and  report  to  the  Minister 
with  proposals  for  amendment  of  both  the  act  and   the  regulation. 

Multi-Enployer  Plans 

Multi-employer  plans  were  described  in  Chapter  7  and  examined  in 
Chapter  8  as  a  possible  method  of  achieving  portability.  While  such 
plans  are  covered  by  the  act  -  in  the  sense  tliat  they  are  not  excluded  - 
the  absence  of  adequate  definitions  applicable  to  multi-employer  plans 
makes  for  some  ambiguities  in  oonpliance  with  the  act  and  regulation. 
The  consequent  problems,  whether  real  or  potential,  can  and  should  be 
addressed   through  specific  changes  in  the  legislation. 

The  multi-employer  plan  is  one  in  which  a  number  of  employers 
contribute  to  a  single  plan  covering  all  onployees  in  an  area,  industry, 
or  occupation  -  usually  under  a  collective  agreement  with  one  or  more 
unions.  Management  of  the  plan  is  by  a  board  of  trustees  designated  by 
the  parties  to  the  agreement,  with  various  functions  delegated,  as 
in  a  single-employer  plan,  to  a  professional  administrator  and  one 
or  more  investment  managers.  The  multi-employer  plan  is  often  regarded 
as  the  only  practical  method  of  providing  employment  pensions,  with 
employer  participation,  for  highly  mobile  workers  in  such  industries  as 
construction,  or  those   in  firms  employing  only  a  few  employees. 
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Multi-employer  plans  at  present  serve  to  extend  employment  pension 
coverage  into  areas  of  industry  that  would  not  otherwise  have  easy  or 
econonical  access  to  mechanisms  for  providing  retirement  income  above 
the  level  of  government  plans.  In  addition  they  offer  a  much  greater 
degree  of  portability  than  would  have  been  provided  if  the  employers 
involved  had  set  up  separate  plans.  These  obvious  advantages  are  by  no 
means  outweighed  by  certain  inherent  problems  which  were  discussed  in 
Chapter  7.  However,  it  is  important  to  ensure  that  the  members  of 
multi-employer  plans  are  afforded  the  same  degree  of  protection  the 
legislation  gives  to  onployees  in  other  types  of  plans.  Thus,  if  it  is 
found  that  any  important  provision  of  the  act  is  not  readily  enforceable 
in  respect  of  a  multi-employer  plan,  it  follows  that  a  special  provision 
or  provisions  should  be  considered. 

One  basic  ambiguity  in  the  Pension  Benefits  Act  seems  to  give  rise 
to  most  of  the  difficulty  experienced  in  applying  the  Act  to  multi- 
employer plans.  That  is,  the  act  places  all  responsibility  for  compli- 
ance on  the  "employer"  -  but  that  term  as  defined  in  the  Act  cannot  be 
construed  as  including  a  board  of  trustees  in  a  multi-employer  plan. 
Where  an  individual  employer  under  such  a  plan  pays  the  required  con- 
tributions to  the  trustees  at  the  appropriate  times,  it  must  be  conceded 
fron  a  practical  viewpoint  that  all  financial  obligations  have  then  teen 
met  that  might  reasonably  be  required  by  pension  legislation.  Apart 
fron  that  act  of  conpliance  the  eiiployer  would  be  expected  to  forward 
to  the  trustees  certain  payroll  data  (to  enable  contributions  to  be 
verified  and  service  credits  recorded)  and  to  co-operate  in  any  auditing 
procedures.  Otherwise,  it  is  clear  that  the  board  of  trustees  has  full 
contractual  responsibility  for  maintaining  the  plan  as  qualified  for 
registration.  That  looard,  and  not  the  participating  employers,  are  in  a 
position  to  attend  to  all  questions  of  solvency,  investment  policy, 
disclosure,  and  the  filing  of  reports  with  supervisory  agencies. 

In  practice,  the  Pension  Conmission  looks  to  the  board  of  trustees 
for  the  required  reports;  in  effect,  no  participating  employer  is 
required  to  account  for  the  plan  provisions  or  its  administration. 
Neither  the  trustees  nor  the  Pension  Commission  have  any  interest, 
normally,  in  raising  procedural  objections  so  long  as  the  plan  in  fact 
ccmplies  with  the  law  in  every  material  respect. 

It  cannot  be  assumed,  however,  that  problems  of  enforcement  will 
not  arise.  If  that  should  occur,  it  is  essential  that  it  be  quite  clear 
where  the  legal  responsibility  lies  for  compliance  with  the  terms  of 
the  act  and  regulations.  We  are  therefore  recommending  that  the  term 
"multi-employer  plan"  be  defined  in  the  act,  and  that  responsibility 
be  explicitly  assigned  to  the  board  of  trustees  for  any  actions  not 
properly  attributable  to  the  participating  enployers.  Where  appropriate 
-  as  in  sections  that  are  equally  applicable  to  both  single  and  multi- 
employer plans  -  the  term  "plan  sponsor"  might  serve  to  denote  the  indi- 
vidual, corporation  or  group  ultimately  responsible  for  and  controlling 
the  plan. 
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Compliance  Problems 

Witli  a  vsorkable  definition  of  multi-employer  plans  it  should  be 
more  feasible  to  provide  in  tlie  act  and  regulations  for  certain  special 
problems  of  ccmpliance: 

Delinquent  Employers;  If  responsibility  for  plan  solvency  is 
assigned  expressly  to  the  board  of  trustees,  it  will  be  clear 
that  it  is  their  responsibility  to  ensure  that  each  participating 
employer  makes  contributions  as  required  by  the  plan.  But  in  any 
event  tlie  board  has  the  onus  of  maintaining  solvency  of  the  plan  as 
required  by  the  regulation.  The  Pension  Commission  cannot  be 
expected  to  function  as  a  collection  agency,  and  any  shortfall  in 
plan  revenues  for  whatever  reason  should  be  treated  in  exactly  the 
same  way  as  in  a  single  employer  plan.  However,  a  participating 
employer  is  not  relieved  of  the  obligation  under  the  law  as  well 
as  the  collective  agreement  to  remit  contributions  as  required. 
If  necessary,  the  legislation  should  be  clarified  so  that  the 
statutory  lien  recommended  in  Chapter  9  will  be  fully  enforceable 
against  any  anployer   in  a  multi-employer  plan. 

Actuarial  Certification:  Our  recotiroendations  for  a  strengthening 
of  the  standards  for  plan  solvency  apply  equally  to  multi-employer 
plans.  In  addition,  the  requirements  dealing  with  actuarial 
certification  should  be  administered  in  such  a  way  that  the  plan 
actuary  deals  explicitly  with  the  ability  of  the  plan  to  provide 
the  benefits  as  defined  in  the  plan,  and  not  merely  the  level  of 
contributions  agreed  to  by  the  participating  employers.  By  the 
same  token,  all  necessary  steps  should  be  taken  -  including  ap- 
propriate vvording  of  the  disclosure  regulations  -  to  make  the  mem- 
bers of  every  multi-employer  plan  av/are  that  any  defined  benefits 
premised  in  a  pension  plan  can  be  sustained  only  so  long  as  the 
prescribed  contributions  are  sufficient  to  ensure  solvency  as 
provided  in  the  regulations.  V>ftiere  defined  benefits  at  a  certain 
level  are  being  supported  by  defined  contributions,  there  must 
be  an  unequivocal  provision  for  a  reduction  of  benefits  if  the 
prescribed  standard  of  solvency  cannot  otherwise  be  maintained. 
The  Pension  Conmission  should  not  hesitate  to  refuse  to  register  or 
to  invoke  the  power  of  deregistration  where  it  is  not  satisfied 
that  this  principle  is  fully  reflected  in  the  terrr.s  of  a  particular 
plan,  in  all  reports  filed  with  the  commission,  and  in  the  disclo- 
sure of   information  to  participating  employers  and  plan  members. 

Vesting:  Service  Qualification:  Because  of  the  way  in  which 
service  is  recorded  and  credited  in  the  typical  multi-employer 
plan,  a  terminating  member  in  some  circumstances  may  not  qualify 
for  statutory  vesting  despite  having  had  the  requisite  years  of 
continuous  employment.  Plan  membership  in  effect  is  treated  as  a 
substitute  for  continuous  service.  Since  the  degree  of  portability 
achieved   in  these   plans    is   generally  much  more   favourable   than 
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would  otherwise  be  possible,  it  might  be  assumed  that  a  person's 
years  of  membership  are  a  satisfactory  equivalent  of  service. 
However,  tlie  revision  of  vesting  conditions  in  the  act  provides  an 
opportunity  to  re-examine  various  anomalies  in  the  legislation. 
In  this  instance  we  believe  there  is  a  need  in  principle  to  en- 
sure that  no  person  who  would  qualify  for  vesting  on  tlie  basis  of 
continuous  service  is  denied  a  deferred  pension  on  the  ground 
of  his  or  her  period  of  plan  membership.  This  change  would  not 
appear  to  require  a  statutory  amendment,  but  the  Pension  Conmission 
should  take  steps  to  bring  existing  practice  into  line  with  this 
recommendation. 

Union  Pension  Plans 

Any  plan  under  \^ich  the  employer  is  not  required  to  make  contri- 
butions is  not  required  to  be  filed  or  to  qualify  for  registration  under 
the  act  (Sec.  18(1)).  This  exclusion  does  not  apply  to  an  employer's 
supplemental  pension  plan  such  as  a  mechanism  for  voluntary  additional 
employee  contributions.  Thus,  the  type  of  plan  excluded  from  all 
supervisory  requirements  is  one  for  which  the  employer  not  only  has 
no  financial  responsibility  but  is  not  the  sponsor  in  any  sense.  At 
present  only  three  "employee-pay-all"  plans  are  known  to  have  members  in 
Ontario.  All  are  union  plans,  established  many  years  ago  for  members 
employed  in  certain  trades  or  crafts  in  Canada  and  the  United  States, 
and  financed  entirely  tlirough  the  regular  payment  of  union  dues.  In 
recent  years  it  appears  that  at  least  some  such  plans  are  being  progres- 
sively supplanted  by  pensions  of  a  more  conventional  type,  negotiated 
with  QTiployers.  Because  of  the  general  exclusion  of  dues-paid  plans 
fran  the  provisions  of  tlie  Act,  no  up-to-date  information  is  available 
to  the  Pension  Commission  on  the  number  of  Ontario  members  or  the  level 
of  benefits  provided. 

All  known  plans  of  tliis  type  are  subject  to  a  variety  of  reporting 
and  supervisory  measures  under  U.S.  law,  and  furtliecraore  are  controlled 
entirely  by  the  union  membership.  As  a  consequence  there  seems  to  be  no 
compelling  reason  to  amend  the  act  at  tliis  time  to  cover  such  dues-paid 
plans  as  now  exist  and  have  hitherto  been  excluded. 

The  Commission  has  considered,  however,  the  possibility  that 
new  plans  of  the  employee-pay-all  type  might  be  devised,  and  that  the 
circumstances  might  indicate  the  need  for  some  or  all  of  the  protection 
afforded  by  the  Pension  Benefits  Act.  As  matters  now  stand,  a  new  plan 
could  function  for  some  time  before  the  Pension  Commission  had  any 
knowledge  of  its  existence  -  and  then  perhaps  only  through  complaints 
relating  to  some  failure  of  tiie  plan  to  fulfil  its  obligations.  If  such 
plans  ought  to  be  subject  to  legislative  supervision,  it  is  plainly 
desirable  that  the  necessary  controls  be  in  place  before  any  problems 
materialize.  Accordingly,  it  is  proposed  that  the  act  be  amended  to 
confine  the  exclusions  referred  to  in  section  18(1)  to  plans  established 
prior  to  1980.     Any  new  plan  to  vvhich  the   employer   is   not   required    to 
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contribute  would  be  subject  to  all  the  regular  reporting  and  regis- 
tration provisions.  The  term  "plan  sponsor"  -  as  suggested  for  use 
in  reference  to  multi-employer  plans  -  might  usefully  be  applied  to 
an  organization  which  establishes  and  controls  the  operation  of  an 
employee-pay-all  pension  plan. 

Group  RRSPs 

These  arrangements  have  become  increasingly  popular  of  late, 
reflecting  the  tax  deductibility  offered  to  RRSP  contributions.  They 
are  in  effect  an  aggregation  of  individual  RRSPs  and  therefore  do  not 
fall  within  the  concept  of  onployee-pay-all  plans  just  discussed.  The 
employer  as  such  is  not  sponsoring  a  plan  into  which  a  number  of  employ- 
ees will  make  payments  but  rather  is  providing  a  method  of  collecting 
and  remitting  contributions  to  the  plan  of  each  individual.  Even  if  the 
employer  pays  part  of  the  contribution  from  his  own  funds  it  will  still 
be  a  contribution  to  the  plan  of  an  individual;  the  anployer  has  no  way 
of  withdrawing  or  controlling  the  contributions  once  they  are  made  to 
the  plan.  The  Coraaission  does  not  therefore  see  any  need  to  include 
these  plans  under  the  act  to  protect  the  benefit  rights  of  the  anployee. 
If,  however,  experience  shows  that  anployees  require  such  protection, 
the  definition  section  of  the  act  should  be  broadened  to  include  these 
plans  with  a  view  to  ensuring  that  all  arrangements  designed  to  deliver 
retirement  benefits  will  do  just  that. 

Representation  of  Plan  Members 

The  Commission  received  many  submissions  requesting  that  some 
representation  be  given  to  plan  members  on  the  pension  committee  or 
board  which  conducts  the  affairs  of  a  pension  plan.  The  most  strenuous 
of  these  submissions  came  fron  retired  members  concerned  with  obtaining 
inflation  adjustments  to  their  pensions.  How  far  representation  should 
be  accorded  depends  on  one's  view  of  a  pension  -  as  deferred  wages  or 
otherwise.  The  Commission  does  not  see  that  to  require  such  repre- 
sentation for  retired  members  would  solve  their  immediate  problems.  It 
would  only  add  to  administrative  requirements.  The  Commission  does 
believe,  however,  that  some  limited  representation  should  be  given 
active  members  in  a  contributory  plan.  The  Commission  has  not  gone  very 
far  in  providing  representation  because  it  is  of  the  opinion  that  such 
requests  cone  not  so  much  fron  a  desire  to  administer  as  from  a  desire 
to  be  informed.  If  the  Commission's  disclosure  recommendations  are 
implemented  the  desire  for  representation  may  decrease.  Ttiis  then  is  a 
matter  Vvhich  should  be  reassessed  after  the  disclosure  changes  have  been 
in  operation  for  a  reasonable   time. 

The  Commission  therefore  reccmmends  that  the  Pension  Benefits  Act 
be  amended  to  require  for  contributory  pension  plans  representation  of 
the  active  members  of  the  plan  on  the  body  directing  the  affairs  of  the 
pension  plan,  by  the  election  of  not  less  than  one  plan  member  to  such 
body  with  full  rights  as  a  member  of  the  board  or  committee.      Election 
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of  such  member  shall  be  required  under  a  provision  of  the  plan  in  a 
manner  acceptable  to  the  Pension  Conmission  of  Ontario. 

Administration  -  Trustees 

A  cardinal  principle  of  the  Pension  Benefits  Act  is  that  a  plan 
registered  under  the  act  must  be  organized  and  administered  in  accord- 
ance with  the  act.  (Act,  sections  19  and  20)  The  thrust  of  the  act  and 
regulations  is  to  place  the  onus  on  the  employer  v^o  establishes  a  plan 
to  see  that  it  is  so  administered.  The  act  contemplates  that  a  plan  may 
be  administered  by  the  employer  or  by  some  third  party;  it  does  not 
however  specify  vtio   such  a  third  party  may  be. 

However,  administration  of  the  plan  (the  enployer's  responsibility) 
must  be  distinguished  fron  the  administration  of  the  fund.  Section  18 
of  the  regulation  under  the  act  requires  the  funds  (unless  administered 
by  a  government)  to  be  administered  by  an  insurance  ccmpany,  a  corporate 
trustee,  individual  trustees,  the  Government  Annuities  Branch  or  a 
Pension  Fund  Society.  No  monies  may  be  paid  to  the  employer  by  the 
trustee  without  the  consent  of  the  Pension  Ccmmission. 

While  the  term  "pension  plan"  will  include  the  assets  held  in 
a  fund  as  part  of  the  operation  of  the  plan,  common  parlance  often 
confuses  the  pension  plan  and  the  pension  fund.  The  distinction  is  not 
clear  in  the  legislation;  for  example,  section  18(2)  of  the  regula- 
tion provides  that  "no  funds  shall  be  paid  out  of  a  pension  plan  to 
an  Q"aployer."  Section  16  of  the  regulation  authorizes  a  transfer  of 
a  pension  benefit  credit  to  "the  administrator,  insurer  or  trustee 
of  another  pension  plan."  Revenue  Canada  guidelines  cut  across  both 
administrative  responsibilities  by  providing  that  a  plan  funded  through 
a  trust  must  have  a  designated  administrator  "who  is  responsible  for  the 
overall  operation  and  administration  of  the  plan." 

Clearly  the  question  is  not  one  of  confusion  among  terms  but  rather 
the  effect  of  such  confusion  of  terminology  on  the  duties  of  the  em- 
ployer and  the  trustee  of  the  funds.  In  practice,  an  employer  will 
often  appoint  a  plan  administrator  to  act  on  the  employer's  behalf. 
This  administrator  may  also  be  the  trustee  of  the  pension  fund.  This 
places  the  trustee  in  a  difficult  situation. 

Generally  speaking,  the  trustee's  primary  duty  is  towards  the 
beneficiaries  of  the  trust.  The  trustee  must  show  impartiality  towards 
all  the  beneficiaries  regardless  of  personal  gain.  A  trustee  may  employ 
agents  or  advisors  such  as  bankers,  investment  managers,  brokers,  and 
lawyers,  but  by  doing  so  the  trustee  does  not  avoid  the  ultimate  respon- 
sibility for  the  trust  funds.  The  plan  administrator  on  tlie  other  hand 
is  under  an  obligation  to  follow  the  instructions  of  tlie  employer  in  the 
administration  of  the  plan.  It  is  conceivable  that  these  tvro  functions 
will  involve  conflicting  duties. 
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Under  ERISA  in  the  United  States  no  separation  in  function  is 
required  but  every  plan  must  provide  named  fiduciaries,  usually  the 
trustees,  to  control  and  manage  the  plan.  Trustees  have  exclusive 
authority  to  manage  the  assets  unless  they  are  subject  to  direction  by  a 
named  fiduciary,  or  delegate  their  responsibilities  for  asset  management 
to  an  investment  manager.  Trustees  have  the  general  fiduciary  duty  to 
act  in  the  sole  interest  and  for  the  exclusive  benefits  of  participants 
and  hseneficiaries,  with  the  care,  skill,  prudence,  and  diligence  of 
experienced  trustees  in  similar  situations. 

Ihe  extent  of  tlie  duty  of  a  trustee  was  raised  by  the  Trust  Com- 
panies Association  (Brief  361).  It  distinguished  between  a  custodian 
trustee,  where  the  trustee  merely  takes  instructions  from  the  plan 
sponsor  or  investment  manager,  and  a  managing  trustee  who  may  be  given 
complete  discretionary  authority  over  the  investment  of  the  funds.  The 
Association  sutanits  that  this  distinction  should  be  made  in  the  Pension 
Benefits  Act  so  that  trustees  v^tio  are  in  a  custodian  capacity  only  do 
not  have  as  great  a  responsibility  as  other  trustees,  and  that  the 
meaning  of  "administered"  be  clarified.  Ihe  Association  submits  that  a 
custodian  trustee  should  not  be  responsible  for  an  investment  manager's 
decisions. 

Ihe  Commission  reconmends  that  the  act  be  amended  to  state  clearly 
the  distinction  between  the  person  responsible  for  the  operation  of  the 
plan,  the  person  responsible  for  the  cperation  of  the  fund,  and,  in  the 
latter  case,  the  extent  of  the  obligation  of  that  person  for  investment 
management  of  the  fund. 

The  Commission  makes  no  specific  reconmendations  as  to  the  division 
of  responsibility  to  be  placed  on  the  onployer,  the  board  of  trustees  in 
a  multi-employer  plan  or  on  the  trustee  for  management  of  the  pension 
fund.  If  public  support  continues  to  move  towards  the  treatment  of 
pensions  as  deferred  wages  there  may  be  a  reassessment  of  the  onus  now 
placed  solely  on  the  onployer,  and  a  separation  of  the  obligation  of 
the  trustee  for  the  custody  of  the  funds  and  investment  management. 
It  will  be  recalled  that  the  Ontario  Public  Service  Employees  Union 
(OPSEU  -  Brief  208)  in  calling  for  a  concept  of  "redirected  wages" 
which  entitled  employees  to  direct  the  investment  of  the  pension  funds 
was  not  prepared  to  release  the  employer  from  the  guarantee  of  the 
pension  benefit  itself.  The  whole  area  of  administrative  responsibility 
requires  special  consideration  fran  the  Pension  Ccmmission  of  Ontario  in 
its  review  of  the  act. 

Situs  of  Plan  Assets 

The  Commission  is  satisfied  that  the  investment  rules  for  pension 
assets  are  both  broad  enough  to  allow  a  range  of  investment  choices  and 
restrictive  enough  to  protect  against  large  losses.  The  assets  must  be 
segregated  fron  the  assets  of  the  employer  and  may  not  be  invested  in 
the  anployer's  business.  However  there  are  apparently  no  restrictions 
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on  the  situs  or  place  in  which  the  plan  assets  may  be  held.  This 
could  be  important  in  a  plant  closing  where  the  parent  company,  and 
often  pension  plan  control,  is  located  outside  Canada.  There  are  no 
provisions  for  pension  plans  similar  to  those  for  foreign  insurers  who 
must  provide  reserves  located  in  Canada  to  cover  obligations  to  insureds 
in  Canada. 

While,  theoretically,  assets  held  in  foreign  countries  may  be 
pursued  through  the  law,  the  enforcement  of  rights  in  practice  may  be 
futile,  particularly  vvhere  tlie  vested  rights  of  an  individual  are  sought 
to  be  enforced  by  an  individual. 

As  was  pointed  out  by  Norman  A.    Ehdicott    (Brief  217): 

"As  a  practical  natter  individual  employees  or  groups  of  employ- 
ees in  Ontario  cannot  use  the  courts  of  Ohio  to  enforce  their 
rights,  and  I  doubt  if  the  Province  of  Ontario  vsould  have  much  more 
success. 

"It  is  respectfully  submitted  that  short  of  the  Provincial  Govern- 
ment directly  controlling  pension  funds  and  pension  agreements  as 
it  does,  for  example,  in  health  matters  or  indirectly  in  guaran- 
teeing the  supply  of  electricity,  all  such  funds  should  be  in 
Ontario  and  subject  to  monitoring  and  enforcement  by  the  Ontario 
Courts." 

The  Canmission  recotimends  that  the  extent  of  this  potential  problem 
be  assessed  by  the  Pension  Canmission  of  Ontario  and,  if  found  neces- 
sary,  amendments  to  the  regulations  be  made. 

Human  Rights  Legislation 

The  extent  to  v^iich  human  rights  legislation  affects  employment 
pension  plans  is  now  set  out  in  Part  X  of  the  Employment  Standards 
Act.  Enforcement  of  the  legislation  under  tliat  act  is  by  a  complaints 
procedure.  While  it  might  be  possible  to  enforce  human  rights  legis- 
lation by  refusing  registration  of  a  plan  which  fails  to  conply,  in  this 
Canmission' s  opinion  it  is  not  necessary  for  the  PCO  to  undertake  a 
further  enforconent  obligation.  Except  for  the  submissions  on  mandatory 
retirement  ages  and  unisex  tables,  both  of  which  concern  issues  now 
exempted  by  the  Employment  Standards  Act,  none  of  the  briefs  and  none  of 
the  testimony  at  the  hearings  raised  any  issue  of  discrimination  in  an 
employment  pension  plan  on  the  basis  of  age,  sex,  or  marital  status.  It 
would  appear  that  the  existing  canplaint  procedure  is  sufficient  for  the 
protection  of  pension  plan  members. 

Garnishment  of  Pension  Benefits 

Historically  pension  benefits  have  been  protected  against  assign- 
ment or  seizure  for  the  satisfaction  of  claims  established  against  the 
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pension  plan  member.  "IVie  principle  is  aT±)Odied  in  sections  21  and  24  of 
the  Pension  Benefits  Act.  Similar  protection  is  afforded  for  Canada 
Pension  Plan  benefits.  However,  section  24  of  the  Ontario  act  was 
amended  in  1978  to  make  an  exception  in  the  case  of  support  orders  under 
the  Family  Law  Reform  Act,    1978. 

Although  pension  benefits  paid  to  tlie  pensioner  are  subject  to 
seizure  in  the  pensioner's  hands  the  protection  is  important  while 
pension  benefits  are  accruing  to  protect  the  pension  fund  and  tiie  rights 
of  other  plan  members.  It  is  nxDre  than  an  administrative  problem, 
particularly  in  defined  benefit  plans. 

The  Conmission  tlierefore  recommends  that  the  principle  tliat  pension 
benefits  are  not  assignable  or  subject  to  seizure  continue  without 
further  exceptions.  The  concept  of  accruing  pension  benefits  as  family 
assets  is  discussed   in  detail   in  Chapter  16  of   tliis  volume. 

Options 

The  design  of  the  Pension  Benefits  Act  was  to  provide  a  framework 
for  tJie  regulation  of  pension  plans  voluntarily  established.  It  has 
resulted  in  a  minimum  standard.  It  also  gave  the  employer  choices  in 
the  design  of  the  minimum.  Thus  the  words  of  the  act  introduces  options 
for  anployees  by  prefacing  provisions  with  the  words,  "if  the  pension 
plan  so  provides." 

Examples  of  this  design  are  to  be  found  in  section  21  of  the  act, 
subsections  (3), (4), (5),  and  (6)  dealing  with  vesting  and  locking-in 
earlier  than  in  the  statutory  rule,  conmutation  of  benefits  and  alter- 
native settlements.  The  same  principle  is  implicit  in  section  16(1)  of 
the  regulation  which  permits  transfer  of  a  pension  benefit  credit  to  a 
locked-in  RRSP.  Ihe  regulation  is  interpreted  by  the  Pension  Conmission 
of  Ontario  to  permit  such  a  transfer  if  the  pension  plan  so  provides; 
the  right  is  controlled  by  the  plan  sponsor  -  not  the  onployee. 

This  Commission's  reccrnmendations  for  increasing  rights  of  transfer 
and  curtailing  rights  of  conmutation  in  Chapter  11  remove  any  question 
of  plan  options  in  these  areas.  For  the  remainder,  the  Commission 
believes  there  is  no  need  for  some  employees  to  have  rights  "if  the 
pension  plan  so  provides"  and  others  to  have  none,  in  areas  where  the 
inclusion  or  exclusion  of  the  right  involves  no  cost  to  the  employer. 
The  Commission  reconmends  that  in  a  review  of  the  act  consideration  be 
given  to  eliminating  this  approach  to  options  in  setting  a  minimum 
standard. 

Developynent  and  Review 

This  Conmission  has  had  occasion  to  question  the  apparent  lack  of 
attention,  over  some  fifteen  years,  to  the  need  for  major  changes  in 
what  admittedly  was    "pioneer"    legislation.      From   the  history  of    the 
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special  caninittee  and  the  legislation  for  which  it  was  primarily  respon- 
sible, it  is  clear  that  the  realities  of  labour  mobility  in  Ontario  were 
known  or  anticipated  in  the  early  1960s,  and  also  that  the  inequities 
often  caused  by  locked- in  anployee  contributions  v^re  recognized.  Many 
if  not  most  of  the  reasons  for  better  disclosure  and  for  an  "ombudsman" 
for  plan  members  were  familiar  to  those  who  drafted  the  legislation. 
It  is  a  matter  of  some  concern  therefore  that  no  amendments  in  any  of 
these  basic  areas  have  been  forthcoming;  and  that  there  has  been  no 
serious  review  of  the  act  in  the  Legislature,  although  some  complaints 
from  plan  members  have  been  aired  from  time  to  time. 

There  is  at  least  a  strong  inference  that  responsibility  for  ini- 
tiating major  amendments  has,  in  effect,  fallen  between  two  stools:  the 
Cabinet,  which  may  have  relied  on  the  pension  commission  to  recommend 
necessary  changes;  and  the  pension  conmission,  which  was  not  assigned 
the  review  function  after  the  provision  for  a  conmittee  was  dropped  from 
the  act  in  1965.  Under  the  circumstances  it  might  be  said  that  neither 
the  Cabinet  nor  the  pension  conmission  can  be  held  accountable  for  not 
proposing  amendments  along  any  of  the  lines  indicated.  Obviously,  the 
Legislature  had  it  within  its  power  to  require  such  a  comprehensive 
review;  but  in  any  case  no  review  was  undertaken  until  the  present 
coMiission  was  constituted. 

It  would  be  unproductive  to  pursue  this  historical  problem  furtlier, 
except  to  recall  tlie  solution  adopted  by  the  Legislature  in  1963.  Under 
the  original  act  a  separate  review  body  was  to  have  been  appointed  in 
1970  and  every  five  years  thereafter, 

"to  advise  and  assist  the  Minister  by  reporting   to   him   its   recom- 
mendations for  amendments  to  tliis  Act  and  to  the  regulations." 

The  Minister  was  obliged  to  submit  the  review  report  to  the  Lieu- 
tenant-Governor in  Council,   and   thereafter  table   it   in  the  Legislature. 

In  deleting  the  provision  for  a  five-year  review,  the  Legislature 
presumably  felt  tliat  tlie  pension  commission  -  by  tliat  time  appointed 
and  in  operation  -  could  perform  tlie  review  function  as  competently  as 
could  an  ad  hoc  committee.  It  may  even  have  preferred  to  see  that 
function  performed  on  a  continuing  basis  rather  than  intermittently. 
Nevertheless,  the  review  function  was  not  made  an  explicit  duty  of  the 
commission;  and  the  Minister's  obligation  to  report  any  recomnendations 
to  the  Cabinet  and  Legislature  was  explicitly  repealed.  In  this  connec- 
tion it  might  be  noted  tliat  tlie  outcome  of  the  commission's  1972  survey 
(the  "Green  Paper"  proposing  a  new  vesting  rule)  was  never  made  known  to 
the  Legislature  or  the  public. 

Our  solution,  briefly  and  simply,  is  tliat  the  review  function  as 
provided  in  the  original  act  be  reinstated  in  its  entirety,  except  that 
this  function  should  be  expressly  assigned  to  the  Pension  Commission  of 
Ontario.     The  commission  should  be  free,   as  it  always  has  been,    to  make 
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recomiendations  to  tlie  Minister  for  amendments  to  the  act  or  regula- 
tions; but  a  formal  report  in  the  nature  of  a  full  review  should  be 
required  at  least  every  five  years,  and  the  Minister  should  be  required 
to  table  the  report  in  the  Legislature. 

A  separate  review  by  an  ad  hoc  group  is  unnecessary,  in  the  view  of 
this  Gc«Timission,  so  long  as  the  pension  oanmission  is  a  part-time  body, 
reasonably  representative  of  informed  opinion  outside  the  government 
and  Legislature.  Periodic  reviews  of  the  legislation  apart  from  the 
statutory  review  could  and  probably  should  be  conducted  by  a  standing 
or  special  ccmmittee  of  the  Legislature;  but  a  formal  review  by  the 
canmission  would  provide  a  valuable  starting  point  for  any  further 
examination  of   the  act  and   its  cperation. 

The  recommendations  of  this  Commission  touch  upon  nearly  all 
aspects  of  retirement  income  provision.  Employment  pensions  are  an 
important  part  of  this  provision.  Their  regulation,  though  limited,  is 
extranely  conplex;  and  this  Canmission  would  hope  that  the  development 
and  review  function  of  the  Pension  Commission  of  Ontario  might  start 
with  an  assignment  to  review  the  Pension  Benefits  Act  and  provide  reccm- 
mendations  to  the  Minister  for  amendment  of  the  act  in  keeping  with 
policy  based  on  this  Commission's  recommendations.  The  expertise 
embodied  in  the  Pension  Commission  should  prove  invaluable  for  this 
purpose.  There  is  also  a  strong  link  through  the  Pension  Commission 
with  the  regulatory  authorities  of  other  jurisdictions.  This  link,  if 
maintained  and  amplified  by  a  similar  link  among  ministers  responsible 
for  pension  legislation  in  the  other  jurisdictions  in  Canada  would  be  a 
strong  factor  in  the  preservation  and  extension  of  uniformity  of  pension 
benefits  legislation.  The  need  for  uniformity  is  discussed  in  Chapter 
18. 


CONCLUSION  AND  RECOMMENEftTIONS 

Regulation  of  employment  pension  plans  under  the  Pension  Benefits 
Act  and  the  Pension  Canmission  of  Ontario  has  been  practical  and  effi- 
cient, and  generally  designed  to  encourage  the  development  of  secure 
pension  benefits  for  those  whose  employers  have  seen  fit  to  provide 
them.  The  coverage  problem  is  not  one  which  amendment  to  the  present 
design  can  accomplish.  However  it  is  time  for  review  of  the  Pension 
Benefits  Act,  regardless  of  the  adoption  of  a  mandatory  retirement 
savings  plan. 

This  Commission  sees  a  new  role  for  the  Pension  Commission  of 
Ontario.  A  new  emphasis  on  the  rights  of  the  individual  plan  member, 
supported  by  a  new  consumer  role  for  the  pension  commission  will  mean  a 
pressing  need  to  ensure  that  the  legislation  is  adequately  explained  to 
the  public  and  that  individual  inquiries  and  complaints  are  handled  ef- 
fectively and  fairly.  This  burden  must  of  necessity  fall  on  the  pension 
canmission.     Changes  in  work  load  and  operating  methods  obviously  will 
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require  additional  staff,  and  it  will  be  necessary  to  strengthen  the 
capability  of  administrative  personnel  in  the  skills  of  investigation, 
mediation,  and  public  relations.  Since  most  if  not  all  of  the  required 
aptitudes  appear  to  be  represented  in  the  present  staff,  it  should 
be  possible  to  make  an  early  start  on  designing  new  procedures  and 
recruiting  and   training  additional  personnel. 

The  Commission's  reconmendations  v^ich  will  require    these   changes 
are  as  follows: 


General 


That  the  Pension  Efenefits  Act  be  amended  and  the  role  of  the  Pension 
Coiimission  of  Ontario  be  expanded  to  provide  more  effective  protection 
of  the  rights  of   individual  pension  plan  members. 


Disclosure 


That  the  Pension  Benefits  Act  and  its  regulations  be  amended  to  provide 
disclosure  of  information  based  on  the  principle  that  no  information 
about  an  enployment  pension  plan  or  its  cperation  vviiich  is  necessary  for 
individual  assessment  is  to  be  unreasonably  withheld  fron  any  member  of 
the  plan,  active,  retired  or  terminated,  or  his  or  her  beneficiary,  or 
fron  any  anployee  who  is  eligible  to  join  the  plan. 


That  information  based  on  the  principle  for  disclosure  enunciated  in  the 
preceding  recommendation  encanpass  the  following: 

Routine  disclosure: 

a)  Annually  to  each  member  of  the  plan:  individual  member  con- 
tribution (if  any)  and  benefit  data;  copy  of  the  employer's 
pension  fund  statements  for  the  current  year;  name  and  address 
of  the  plan  administrator  and  each  financial  carrier;  and 
specific  directions  for  obtaining  additional   inforraation. 

b)  To  each  riEmber  on  termination  of  onployment  or  membership:  a 
detailed  statement  of  his  or  her  benefit  entitlement,  including 
the  nethod  of  calculation;  in  the  case  of  a  defined  benefit 
plan  (if  the  Conmission's  recommendations  concerning  rights  on 
termination  are  adopted)  a  statement  of  employee  and  employer 
cost  and  excess  contributions  (if  any);  a  concise  explanation 
of  all  benefit  options  available  to  the  individual  and/or 
any  surviving  beneficiary;  a  summary  of  fund  investments  and 
current  rates  of  return;   specific  directions    for   applying    for 
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benefits  and  options;  and  the  name  and  address  of  each  payor  of 
the  person's  benefits. 

c)  In  defined  benefit  plans,  a  statement  v^arning  that  in  tlie  event 
of  a  wind-up  of  the  plan,  specific  plan  improvements  vihich  have 
not  yet  been  paid  for  may  be  cut  back  by  the  proportion  that 
the  unpaid  special  payments  bear  to  the  number  of  years  over 
which  the  cost  of  the   improvements  has  been  amortized. 

d)  In  multi-employer  plans  a  statement  that  promised  benefits 
can  only  be  paid  to  the  extent  the  contributions  fund  such 
benefits. 

Occasional  disclosure: 

a)  On  written  request,  to  any  plan  member  or  authorized  repre- 
sentative: a  copy  of  the  most  recent  plan  information  return 
(Form  2)  filed  with  the  Pension  ODmmission;  a  list  of  all  fund 
investments  showing  both  book  value  and  market  value  at  the 
end  of  the  last  plan  year,  together  with  a  statement  of  the 
time-weighted  rate  of  return  on  the  fund;  a  copy  of  the  most 
recent  actuarial  valuation  report  and  cost  certificate  filed 
with  the  conmission;  and  a  copy  of  the  latest  available  audit 
report. 

b)  On  written  request,  to  any  plan  member  or  authorized  repre- 
sentative: copies  of,  or  a  reasonable  cpportunity  to  inspect 
and  nake  extracts  from,  documents  not  otherwise  provided  to 
members,  such  as  a  trust  agreement,  a  contract  of  insurance  or 
investment  management,  by-law,  collective  agreement  or  other 
documents  under  v^ich  a  plan  is  constituted. 

Right  to  Inspect 

a)  To  any  plan  member,  or  his  or  her  agent  authorized  in  writing, 
the  right  to  inspect  at  the  offices  of  the  Pension  Commission 
of  Ontario  the  plan  document  or  documents  and  any  other  docu- 
ment or  report  concerning  the  operation  of  the  pension  plan 
filed  with  the  pension  commission  and  to  which  the  disclosure 
requirements  apply. 


Audit 


That  the  Pension  Benefits  Act  and  its  regulations  be  amended  to  require 
audit  of  both  the  pension  plan  and  the  pension  fund  with  an  audit  report 
certified  by  a  chartered  accountant  to  be  filed  with  the  Pension  Coimis- 
sion  of  Ontario  as  follows: 
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a)  for  multi-employer  plans,  an  audit  report  on  the  pension  plan 
shall  be  filed  annually; 

b)  for  all  other  employment  pension  plans,  an  audit  report  on  the 
pension  plan  shall  be  filed  at  least  every  three  years  and 
coincide  with  the  period  of  the  triennial  actuarial  evaluation; 

c)  for  all  employment  pension  plans,  except  where  assets  are  held 
by  an  insurance  conpany  or  trust  ccrnpany  and  a  certificate  as 
to  the  existence  of  assets  is  given  by  the  auditors  of  such 
company,  an  audit  report  on  the  pension  fund  shall  be  filed 
annually. 


That  the  Pension  Benefits  Act  and  its  regulations  be  amended  to  give  the 
Pension  Commission  of  Ontario  specific  authority  to  require  audits  of 
both  plan  and  fund  more  frequently  and  to  order  an  independent  audit  of 
the  plan  and  the  fund  if  in  the  opinion  of  the  Cotimission  such  audit  is 
warranted  for  tlie  protection  of  plan  members. 


Consumer  Role 


That  the  Pension  Benefits  Act  be  amended  to  expand  the  role  of  the 
Pension  Commission  of  Ontario  from  a  regulatory  body  alone  to  a  body 
designed  to  inform  and  assist  individuals  in  enforcing  their  rights  to 
pension  benefits  in  employment  pension  plans,  and  for  that  purpose  the 
ccmmission  be  given  power 

a)  to  intervene  with  tlie  onployer  on  behalf  of  a  plan  member  or  a 
class  of  plan  members,  including  active,  retired,  or  terminated 
members  and  their  beneficiaries,  and  to  take  legal  proceedings 
on  behalf  of  such  individual  or  class  in  the  event  of  the 
bankruptcy  or  insolvency  of  the  plan  sponsor  which  adversely 
affects  the  pension  plan  for  events  prior  to  the  date  of  such 
bankruptcy  or  insolvency; 

b)  to  arbitrate  disputes  between  an  employer  and  an  individual 
employee  or  class  of  employees  as  to  entitlements  under  a 
pension  plan. 


Central  Pension  ^ency 


That  a  central  pension  agency  be  created  by  the  Government  of  Ontario  to 
fulfil  the  following  functions: 
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a)  to  be  an  alternative  investiiient  medium  to  receive,  hold,  and 
invest  monies  as  required  for  tlie  recoraiended  nandatory  retire- 
ment savings  plan   (PURS); 

b)  to  receive,  hold,  and  invest  pension  monies  arising  from  the 
exercise  of  recommended  transfer  rights  on  termination  of 
employment; 

c)  to  record  future  pension  rights  under  employment  pension  plans 
for  all  terminated  employees;  to  receive  such  data  from  em- 
ployers; and  to  provide  such  data  to  plan  members; 

d)  to  co-operate  with  other  jurisdictions  in  establishing  a  system 
to  provide   information  on  pension  rights  on  a  national  basis. 


Review  of  Legislation 


That  the  Pension  Commission  of  Ontario  be  requested  to  undertake  a 
review  of  the  Pension  Benefits  Act  and  report  to  the  Minister  with 
proposals  for  amendment  of  both  the  Act  and  the  regulations,  including 
those  changes  reconmended  by  this  Commission. 


That  the  Pension  Benefits  Act  be  ariiended  by  requiring  the  Pension  Com- 
mission of  Ontario  to  make  a  periodic  review  of  the  act  and  regulations 
and  submit  its  report  on  recommended  amendments  to  the  Minister  at  least 
every  five  years,  with  the  further  requirement  that  its  report  be  tabled 
in  the  Legislature. 


Multi-Employer  Plans 


That  the  Pension  Benefits  Act  be  amended  to  bring  within  the  ambit  of 
the  act  hy  separate  definition:  multi-employer  plans,  union  sponsored 
pension  plans  and  any  type  of  employee-pay-all  plan  which  provides  a 
pension  benefit. 


That  the  Pension  Benefits  Act  be  amended  to  place  upon  the  board  of 
trustees  of  a  multi-employer  plan  the  responsioilities  normally  placed 
on  the  onployer  in  a  single  employer  plan,  where  these  responsibilities 
are  not  properly  attributable  to  participating  enployers. 


41 


That  the  Pension  Coranission  of  Ontario  take  steps  to  ensure  that  service 
requirements  for  entitlements  under  multi-employer  plans  are  not  linked 
to  plan  riEmbership  in  such  a  way  as  to  deprive  an  individual  of  service- 
based  benefits. 


Representation  of  Plan  Members 


That  the  Pension  Etenefits  Act  be  amended  to  require,  for  contributory 
pension  plans,  representation  of  the  active  members  of  the  plan  on  the 
body  directing  the  affairs  of  the  pension  plan,  by  the  election  of  not 
less  than  one  plan  member  to  such  body  with  full  rights  as  a  member  of 
the  board  or  canmittee.  Election  of  such  member  shall  be  required  under 
a  provision  of  the  plan  in  a  manner  acceptable  to  the  Pension  Commission 
of  Ontario. 


Trustee  Obligations 


That  the  Pension  Benefits  Act  be  amended  to  state  clearly  the  distinc- 
tion between  the  person  responsible  for  the  operation  of  the  plan,  the 
person  responsible  for  the  operation  of  the  fund  and  in  tlie  latter  case 
the  -extent  of  the  obligation  of  that  person  for  investment  management  of 
the  fund. 


Situs  of  Plan  Assets 


That  the  Pension  Commission  of  Ontario  assess  the  extent  of  the  poten- 
tial problems  arising  fron  the  absence  of  regulation  of  the  situs  of 
pension  plan  assets,  and,  if  found  necessary,  make  recommendations  for 
amendment  to  the  act  or  regulation. 


Garnishment  of  Pension  Benefits 


That  the  principle  that  pension  benefits  are  not  assignable  or  subject 
to  seizure  continue  without  further  exceptions. 


Administration:  Financing  and  Staffing 


That  the  necessary  monies  be  allocated  to  permit  the  Pension  Commission 
of  Qitario  to  carry  out  effectively  its  additional  obligations  contem- 
plated by  the  reccmmendations  for  an  expanded  role  for  the  oommission. 
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Effective  Date  of  Proposed  Legislation 


That  legislation  implementing  reconmended  changes  be  effective  at  a  time 
not  later  than  tliree  years  after  the  legislation  has  received  Royal 
assent. 


Funding  of  Liabilities  Created  by  Amendments 


That  all  additional  liabilities  created  by  the  legislative  amendments  in 
any  pension  plan,  subject  to  the  approval  of  the  Pension  Commission  of 
Ontario  as  to  the  amount  of  such  additional  liabilities,  be  amortized 
over  15  years  and  be  treated  in  the  same  manner  as  initial  unfunded 
liabilities  under  the  act. 
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NOTES 

(1)  This  statutory  exclusion  appears  in  sec.  18(1)  of  the  act. 
Exclusions  by  regulation  are  provided  for  in  sec.  28(f);  two 
such  exclusions  have  been  made,  both  of  a  minor  nature;  see 
O.  Reg.  654,  ss.  15,  21. 

(2)  The  Pension  Benefits  Act,  R.S.O.  1970,  ch.  342,  ss.  1,  19,  21. 

(3)  The  Pension  Benefits  Act,  1962-63,  S.O.  1962-63,  ch.  103. 

(4)  Pension  Benefits  Amendment  Act,  S.O.  1963-64,  ch.  88. 

(5)  The  original  deadlines  -  January  1,  1964  for  plan  information, 
January  1,  1965  for  application  for  registration  -  remained 
unchanged  from  the  1962-63  act. 

(6)  Statement  in  the  Ontario  Legislature,  May  21,  1965. 

(7)  Statement  in  the  Ontario  Legislature,  March  19,  1963. 

(8 )  A  Summary  Report  of  the  Ontario  Committee  on  Portable  Pensions, 
February  1961;  -  Second  Report,  July  1961;  Draft  bill.  An  Act  to 
provide  for  the  Extension,  Improvement  and  Solvency  of  Pension 
Plans  and  the  Portability  of  Pension  Benefits,  August  1961. 

(9)  In  his  statement  to  the  Legislature,  May  21,  1965,  the  Premier 
reported  that  understandings  had  been  reached  vd.th  representatives 
of  other  provinces;  that  Quebec  had  indicated  a  "favourable 
position";  and  that  the  federal  Minister  of  Finance  was  awaiting 
only  "a  wide  measure  of  agreement  by  the  provinces"  before 
introducing  legislation  similar  to  Ontario's  for  onployees  under 
federal  jurisdiction. 

(10)  Acceptance  of  conventional  differences  in  plan  structure  extended 
to  the  adoption  of  a  minimum  benefit  level  (in  the  standard  plan, 
later  repealed)  expressed  in  three  ways  to  facilitate  its 
accommodation  within  existing  plans:   money-purchase,  career 
average,  and  flat  benefit.   The  three  formulas  were  presumed  to  be 
approximately  equivalent,  based  on  a  single  life  annuity  at  age  70 
and  service  from  January  1,  1965.   No  final  average  equivalent  was 
mentioned. 

(11)  Other  aspects  of  integration  with  government  plans  are  examined  in 
Chapter  1 1 . 

(12)  A  test  valuation  is  significant  only  where  benefits  are  based  on 
final  or  final  average  earnings,  and  accrued  benefits  therefore 
increase  in  value  automatically  as  earnings  increase.   If  salary 
levels  rise  more  rapidly  than  the  actuary  has  assumed,  the  next 
valuation  may  reveal  an  experience  deficiency  as  a  result  of  that 
factor  alone.   Other  types  of  plans  (flat  benefit,  career  average) 
may  provide  for  comparable  increases  in  prior  service  benefits  by 
means  of  plan  amendments,  in  v^ich  case  the  additional  cost  is 
treated  as  an  initial  unfunded  liability,  with  15  years  allowed 
for  amortization  as  opposed  to  5  years  for  an  experience 
deficiency. 
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(13)  Pension   Conunission  of   Ontario,    Fifteenth   Annual    Report,    for   the 
Fiscal    Year    Ending   3  1    March,     1979. 

(14)  Ibid.      Fees    received    in    the    1978-79    fiscal    year    amounted    to 
$561,214;    cost   of   operations  was  $481,103. 

(15)  "Designated   province"    is   defined    in    s.     1(1  )(b)    to    include   a 
territory. 

(16)  The   Northwest    Territories    and   Yukon   Territory   are    designated    in 
O.    Reg.    654,    s.    20.       The    agreement   with    the    federal    government 
also    covers   plans    elsewhere    under    federal    jurisdiction.       (Ontario 
O.C.    2693/68,    June    27,     1968;    and   Canada   P.C.     1968-11-1487, 

July   31,     1968). 

(17)  The  terminology  used  here  is  self-explanatory  except  that 
"non-participating"  may  refer  to  a  province  that  is  covered  by  the 
agreement  but  has  exercised  its  option  to  be  exempted  under  terms 
of  the  reciprocal  agreement,  either  in  respect  of  a  particular 
pension  plan  or  in  respect  of  all  plans  for  which  it  would 
otherwise  act  as  the  major  authority. 

(18)  Section  2  of  the  current  interprovincial  agreement  provides  that: 
"The  major  authority  for  each  plan  shall  exercise  both  its  own 
statutory  functions  and  powers  and  the  statutory  functions  and 
powers  of  each  minor  authority  for  such  plan."   Provision  is  made 
in  the  Ontario  regulation  (sections  2(10)  and  14(12))  to 
facilitate  supervision  v^ere  a  plan  is  subject  to  two  or  more 
technically  incompatible  requirements  relating  to  funding  or 
investments. 

(19)  Although  informal  in  structure,  the  association  of  superintendents 
has  been  designated  a  sub- committee  of  CAPSA. 

(20)  The  Fifteenth  Annual  Report  of  the  Commission  notes  that: 
"The  Pension  Commission  of  Ontario  continues  to  support  CAPSA 
in  its  endeavours  and  continues  to  put  before  CAPSA  any 
recommendation  concerning  a  proposed  policy  or  statute  change  for 
examination  and  comment.   Similarly,  the  Commission  will  examine 
and  comment  upon  any  policy  or  statute  change  being  considered  by 
any  other  jurisdiction." 

(21)  Pension  Benefits  Act,  1962-63,  s.  11(2)  and  (3).   According  to  an 
explanatory  note  appended  to  Bill  110  at  the  cc«nmittee  stage,  the 
provision  for  an  advisory  review  committee  would  "permit  the 
appointment  of  qualified  representatives  of  interested  groups, 
such  as  labour  and  industry,  to  advise  the  Minister  with  respect 
to  the  administration  of  the  Act  and  with  respect  to  recommended 
amendments." 

(22)  Statistics  Canada,  Pension  Plans  in  Canada,  1978  (and  previous 
issues).  Cat.  74-401;  and  Statistics  Canada,  "Pension  Plans  in 
Ontario,  1978"  (unpublished). 
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(23)  Revenue    Canada,    Information   Circular   72-1 3R6  sets   out    registration 
requirements    for   pension   plans    under    section  248(1)    of    the    Income 
Tax    Act,    including    the    stipulation    in    paragraph    14(b)    that 
evidence   of    registration   under    any   applicable    supervisory 
legislation  must   be    filed   vd.th    an    application    for    tax-exempt 
status    of   the   plan.      Registration   under    the    Income   Tax    Act    "will 
not   be    effected    until    the    above-mentioned    evidence   of    registration 
is    submitted." 

(24)  J.    Wells    Bentley,    Superintendent   of    Pensions,    testimony   before   the 
Commission,    June   7,     1978,    pp.     102,     103. 

(25)  Marie    Corbett,    "Auditing    Requirements"    -   unpublished   memorandum 
prepared    for    the    Royal    Commission   on    the    Status    of    Pensions   in 
Ontario,    August,     1978. 

(26)  S.O.     1962-63,    ch.     103,    Part    II,    s.     13;    R.S.O.     1970,    ch.    342, 
s .     16. 
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Chapter  14 


Government  Regulation:  Taxation 


In  the  preceding  chapter,  regulation  by  direct  legislation  for 
employment  pension  plans  was  reviewed.  Regulation  of  onployment  pension 
plans  and  other  retirement  income  vehicles  is  also  effected  through  the 
inccme  tax  system.  It  is  therefore  impossible  to  deal  adequately  with 
ttie  subject  of  retirement  income  without  considering  the  impact  of 
the  relevant  provisions  of  income  tax  legislation.  The  Income  Tax 
Act  contains  a  conplete  code  regulating  all  aspects  of  two  important 
retirement  incone  vehicles,  the  Deferred  Profit  Sharing  Plan  (DPSP)  and 
the  Registered  Retirement  Savings  Plan  (RRSP).  Although  no  provision 
is  made  in  the  income  tax  legislation  itself  for  the  regulation  of 
registered  pension  plans,  a  detailed  set  of  guidelines  has  developed  at 
the  administrative  level.  The  Minister  of  National  Revenue  will  refuse 
to  register  a  pension  plan  if  it  does  not  comply  with  the  rules  set 
out  in  information  circulars  published  by  the  department.  ( 1 )  Without 
registration,  the  substantial  tax  advantages  accruing  to  sponsors  and 
members  of  registered  pension  plans  are  not  available.  The  regulatory 
provisions  govern  many  aspects  of  plan  design,  including  funding,  in- 
vestment of  plan  funds,  and  payment  of  benefits.  In  addition,  indi- 
viduals and  employers  designing  retirement  income  vehicles  must  take 
into  account  a  multitude  of  provisions  in  the  Inccme  Tax  Act  relating  to 
the  taxation  of  pension  incone,  including  the  special  provisions  dealing 
with  retiring  allowances,  termination  payments,  disability  benefits,  and 
death  benefits. 

In  this  chapter  we  will  deal  with  the  provisions  relating  to 
registered  pension  plans.  Registered  Retirement  Savings  Plans,  and 
Deferred  Profit  Sharing  Plans.  In  the  interests  of  readability  and 
brevity,  we  will  avoid  the  use  of  statutory  language  when  possible  and 
the  discussion  of  insignificant  exceptions  to  general  statutory  rules. 
In  adopting  this  approach,  we  have  been  forced  to  over-generalize  with 
the  result  tliat  minor  inaccuracies  may  arise  if  the  text  is  applied  to 
special  cases.  The  Commission  is  indebted  to  Wayne  G.  Beach,  a  Toronto 
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tax  lawyer,    for  the  preparation  of    that  part  of    the    text  which  deals 
specifically  with  the  current  provisions  of   the  Income  Tax  Act. 


TAX  EEFERRAL  PLANS 

For  many  years  prior  to  adoption  of  provincial  and  federal  legis- 
lation dealing  specifically  with  the  regulation  of  employment  pension 
plans,  federal  government  policy  encouraged  the  development  of  these 
plans.  The  encouragement  was  extended  tlirough  the  allowance  of  reason- 
able deductions  for  contributions  as  a  business  expense  for  employers 
and  as  a  personal  deduction  for  employees.  Gradually  there  developed 
administrative  regulations  to  determine  whether  deductions  would  be 
permitted.  These  regulations  in  turn  extended  to  various  features 
of  plans.  When  pension  benefits  legislation  was  passed  in  the  early 
'sixties,  it  was  this  legislation  that  visibly  controlled  plan  design. 
However,  the  Income  Tax  Act  remains  as  a  powerful  "eminence  grise" 
working   in  the  background  with  the  pension  regulatory  authorities. 

Occasionally  the  goals  of  tax  policy  and  pension  benefit  policy 
will  be  at  odds.  For  example,  in  setting  actuarial  assumptions,  we  find 
that  tax  guidelines  prevent  the  adoption  of  salary  scales  exceeding  the 
assumed  interest  rate,  in  order  to  limit  funding  and  hence  deductible 
expense  for  employers;  while  pension  benefit  policy  for  its  part  would 
welccme  more  realistic  salary  scales  to  improve  the  funded  position  of 
the  plan.  Changes  in  pension  benefits  legislation  must  therefore  be  in 
concert  with  tax  policy  to  tlie  extent  tliey  impinge  on  tlie  matter  of  tax 
deductibility. 

Registered  Retirement  Savings  Plans  and  Deferred  Profit  Sharing 
Plans,  unlike  employment  pension  plans,  are  distinct  creatures  of  incane 
tax  policy.  They  represent,  at  least  in  part,  encouragement  of  savings 
for  retirement  by  tax  deferral.  Registered  Retirement  Savings  Plans 
were  introduced  in  1957.(2)  Profit  sharing  plans  were  dealt  with  in  the 
incone  tax  legislation  through  the  1950s,  but  it  was  only  in  1960  that 
Deferred  Profit  Sharing  Plans  as  they  now  exist  viere  created.  (3) 

We  will  describe  the  rules  relating  to  each  of  the  three  tax  defer- 
ral plans  and  will  analyze  the  tax  treatment  of  the  plans,  comparing 
their  salient  features. 


REGISTERED  PENSION  PLANS 

The  provisions  of  the  Income  Tax  Act  relating  to  the  taxation  of 
registered  pension  plans  are  basically  similar  to  those  relating  to 
RRSPs  and  DPSPs.  A  tax  deduction  is  provided  for  contributions  to  a 
fund,  the  incone  frcm  tlie  fund  is  sheltered  from  tax,  and  payments  from 
the  fund  in  the  form  of  pensions  are  subject  to  tax  in  the  recipient's 
hands.     Whereas  RRSPs  and  DPSPs    are   designed    to  provide   a   retirement 
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incxxne  for  the  self-employed  or  employees  of  smaller  firms,  the  regis- 
tered pension  plan  is  designed  to  suit  tlie  needs  of  employees  of  larger 
firms.  Although  it  is  not  uncommon  for  plans  to  provide  for  only 
employer  contributions,  the  legislation  contemplates  contributions  to 
the  fund  by  both  employer  and  aiiployee. 

No  detailed  code  governing  the  operation  of  registered  pension 
plans  is  set  out  in  the  Income  Tax  Act  itself.  However,  Revenue  Canada 
has  set  out  a  detailed  set  of  guidelines,  which  must  be  met  in  order  for 
a  plan  to  becone  registered  and  retain  its  registered  status.  Without 
registration,  a  plan  does  not  qualify  for  the  tax  advantages  provided  in 
the  Income  Tax  Act.  By  this  means.  Revenue  Canada  exercises  as  much 
control  over  pension  plans  as  it  does  over  RRSPs  and  DPSPs. 

Formal  Requirements 

A  "registered  pension  fund  or  plan"  is  defined  in  section  248  of 
the  Income  Tax  Act  as  "an  onployees'  superannuation  or  pension  fund  or 
plan  accepted  by  the  Minister  for  registration."  In  order  to  qualify 
for  registration,  a  plan  must  meet  the  detailed  requirements  set  out  in 
an  information  circular  published  by  Revenue  Canada.  (4)  The  following 
is  a  summary  of  a  few  of  the  matters  dealt  with  in  tlie  circular: 

1.  The  primary  purpose  of  a  registered  pension  plan  must  be  "to 
provide  pensions  to  retired  employees  in  the  form  of  life 
annuities.  It  must  not  be  a  scheme  for  the  diversion  of  prof- 
its or  an  employees  savings  fund  with  the  right  of  withdrawal 
of  funds  during  coverage." 

2.  A  plan  must  not  provide  for  benefits  to  be  paid  to  persons 
other  than  employees,  their  beneficiaries,  or  their  estates. 

3.  Pensions  must  be  provided  by  the  onployer  as  consideration  for 
services  rendered  by  the  employee.  Unless  terminal  funding  is 
contemplated  under  the  plan  (not  permitted  under  Ontario  law) 
the  onployer  must  te  obligated  to  make  future  service  contri- 
butions. The  plan  may  require  employee  contributions,  provide 
for  voluntary  onployee  contributions  or  be  non-contributory. 

4.  A  plan  must  be  funded  through: 

a)  a  contract  for  insurance  with  a  life  insurance  oanpany; 

b)  a  trust  under  which  the  trustees  are  a  trust  company  or 
three  individuals  resident  of  Canada,  one  of  whom  is  inde- 
pendent of  the  participating  onployer; 

c)  a  corporate  pension  society; 
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d)  an  arrangement  administered  by  the  Government  of  Canada  or 
a  province. 

5.  A  plan  funded  through  a  trust  must  have  a  designated  admin- 
istrator, who  may  be  a  participating  corporate  employer,  a 
corporation  resident  in  Canada  in  the  pension  administration 
business,  a  committee  of  individuals  the  majority  of  whom 
reside  in  Canada,  an  insurance  company,  or  a  trust  company. 

6.  A  plan  must  state  the  class  of  employees  to  be  covered,  the 
requirements  to  be  met  for  eligibility  and  whether  or  not 
participation  is  ocsripulsory . 

7.  Contributions  to  a  plan  must  be  related  to  "eligible  pension- 
able service."  With  limited  exceptions,  service  qualifying  for 
pension  benefits  must  be  service  with  an  employer  "carrying  on 
all  or  part  of  its  business  in  Canada  or  otherwise  operating  in 
Canada"  and,  "such  service  normally  must  be  service  in  Canada 
or  service  outside  Canada  directly  related  to  the  earnings  by 
the  anployer  of  incone  that  is  taxable  in  Canada."  Eligible 
service  in  the  case  of  a  "significant  shareholder"  who,  either 
alone  or  in  conjunction  with  other  members  of  the  plan  who  are 
significant  shareholders  or  persons  related  to  him  or  her  or 
them,  controls  the  employer,  will  not  include  years  during 
which  tlie  significant  shareholder  was  a  member  of  a  DPSP  or  a 
registered  pension  plan  of  the  anployer  or  a  related  company. 
A  significant  shareholder  is  a  shareholder  v^o,  either  alone  or 
together  with  a  parent,  spouse,  or  child,  owns  directly  or 
indirectly  shares  having  10  per  cent  or  more  of  the  voting 
power  in  the  conpany. 

8.  Except  in  the  case  of  money-purchase  plans,  a  definite  formula 
must  be  set  out  in  the  plan  for  the  calculation  of  benefits. 
As  a  general  rule,  benefits  payable  on  retirement  must  take  the 
form  of  a  life  annuity.  Except  in  limited  circumstances,  com- 
mutation of  such  an  annuity  may  occur  only  on  or  after  death, 
termination  of  the  plan  prior  to  retirement  or  by  certain 
transfers  within  the  employer  company  or  to  related  companies. 
The  maximum  guarantee  period  for  a  life  annuity  is  the  lesser 
of  15  years  and  tlie  period  fran  the  date  of  retirement  to  the 
86th  birthday  of  the  annuitant.  In  the  case  of  a  joint  and 
last  survivor  annuity,  there  may  be  no  guarantee  of  payments 
on  the  death  of  the  survivor,  except  to  the  extent  of  any 
unexpired  term  of  a  guarantee  on  the  first  life. 

9.  Reasonable  disability  pension  benefits  iray  be  provided  under  a 
plan. 

10.  Where  a  spouse's  or  dependent's  pension  is  not  provided  under 
the  plan,  the  plan  may  provide  for  a  return  of  an  employee's 
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contributions  with  or  witliout  interest  plus  a  reasonable  death 
benefit. 

11.  A  plan  may  provide  for  a  reasonable  pension  to  a  spouse  or 
otlier  dependent  in  the  event  of  tlie  member's  death. 

12.  Plans,  other  than  money-purchase  plans,  must  specifically 
prohibit  the  payment  of  pension  benefits  exceeding  an  amount 
determined  under  a  prescribed  formula.  In  the  case  of  benefits 
payable  on  or  after  September  1,  1976,  the  maximum  amount 
payable  per  year  is  the  lesser  of:  (a)  $1,715  times  the  number 
of  years  of  service  up  to  35;  and  (b)  two  per  cent  of  the 
average  of  the  best  three  consecutive  years  of  remuneration 
paid  to  the  employee  by  the  employer  times  the  number  of  years 
of  service,  not  exceeding  35.  This  formula  may  be  varied  to 
substitute  the  "best  five  years  of  remuneration"  for  the  "best 
three  consecutive  years  of  remuneration."  A  bridging  benefit 
is  normally  not  taken  into  account  in  applying  the  maximum;  but 
the  benefit  limitation  must  include  the  commuted  value  of  any 
"excess  bridging  benefit"  -  that  is,  any  amount  above  the 
equivalent  of  CPP/QPP  and  OAS  maximum  pensions  payable  (at  the 
tine  of  determination),  or  any  amount  that  is  payable  after  age 
65. 

13.  The  normal  retirement  age  under  a  plan  "should  be  defined  and 
should  not  be  before  the  first  day  of  the  month  in  which  the 
sixtieth  birthday  occurs  and  no  later  than  the  day  preceding 
the  seventy-first  birthday." 

14.  "No  right  or  interest  under  the  plan  of  an  employee  who  is  a 
beneficiary  may  be  capable  of  assignment  or  alienation  except 
as  specifically  required  or  permitted  under  the  Income  Tax  Act, 
Pension  Benefits  Standards  Act  or  a  provincial  pension  benefits 
act."  The  plan  must  not  provide  for  loans  to  plan  members 
except  by  way  of  a  mortgage  at  a  reasonable  rate  of  interest 
where  such  a  mortgage  would  represent  an  acceptable  investment 
for  the  plan.  The  trustees  of  a  plan  must  not  be  onpowered  to 
borrow  funds  except  "on  a  short  term  basis  to  provide  funds  for 
the  payment  of  benefits  or  the  purchase  of  annuities  without 
resort  to  a  distress  sale  of  assets  in  the  fund  or  to  make 
additional  investments,  provided  that  the  assets  of  the  fund 
are  not  pledged  as  security  for  the  loan  and  the  total  indebt- 
edness of  the  pension  fund  so  incurred  does  not  exceed  current 
service  contributions  and  estimated  earnings  of  the  fund  for 
the  immediately  subsequent  twelve-month  period." 

15.  Except  where  the  plan  is  registered  under  a  provincial  pension 
benefits  act  or  the  Federal  Pension  Benefits  Standards  Act,  it 
must  contain  a  requirement  that  all  investments  will  meet  the 
requirements  of  section  11  of  the  Pension  Benefits  Standards 
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Act  and  section  8  and  schedule  C  of  tJie  Pension  Benefits  Stand- 
ards Act  Regulations. 

Contribution  Limits 

The  Income  Tax  Act  provides  for  the  deductibility  of  contributions 
to  a  plan  by  employers  and  employees  under  certain  circumstances.  These 
provisions  are  somev^hat  more  complicated  than  the  deductibility  provi- 
sions for  RP^Ps  and  DPSPs.  In  addition  to  the  normal  current  service 
contributions  to  plans,  contributions  may  be  made  by  both  employers  and 
employees  on  account  of  past  service. 

An  employee  may  claim  a  deduction  for  the  following  types  of 
contributions  to  a  registered  pension  plan: (5) 

1.  Up  to  $3,500  per  year  on  account  of  current  service.  Unlike 
RRSPs,  the  level  of  the  employee's  income  is  not  a  limiting 
factor  in  determining   the  amount  of   the  contribution. 

2.  Up  to  $3,500  in  any  year  on  account  of  services  rendered  by  the 
employee  in  a  previous  year  during  which  he  or  she  made  no 
contribution  to  the  plan  and  in  respect  of  which  a  ^^ast  service 
contribution  had  not  previously  been  made.  The  $3,500  limit 
for  the  past  service  contributions  applies  notwithstanding  the 
fact  that  the  contribution  limit  in  respect  of  that  previous 
year  may  have  been  lower;  for  example,  prior  to  1976,  the 
contribution  limit  was  $2,500  per  year  and,  in  earlier  years  it 
was  even  lower. 

3.  Amounts  contributed  to  a  plan  on  account  of  years  during  which 
the  employee  was  a  contributor  to  the  plan.  The  amount  which 
may  be  deducted  is  $3,500  less  any  contribution  made  in  the 
previous  year  in  question  on  account  of  current  service.  For 
example,  an  employee  who  had  contributed  $2,000  to  a  plan  in 
1972  would  be  entitled  to  make  a  furtlier  contribution  in  1979 
on  account  of  the  1972  year  equal  to  $3,500  minus  $2,000  or 
$1,500.  However,  the  amount  deductible  under  this  provision 
will  be  reduced  by  amounts  contributed  in  the  year  on  account 
of  current  service  and  past  service  during  which  tlie  employee 
was  not  a  contributor.  In  the  example  set  out  above,  the 
$1,500  which  the  onployee  could  contribute  in  1979  on  account 
of  tlie  1972  year  would  be  reduced  by  any  current  service  con- 
tributions made  by  tlie  employee  in  1979  and  any  contributions 
made  by  the  employee  in  1979  on  account  of  past  service  for  a 
year  during  which  tiie  employee  was  not  a  contributor. 

With  one  exception,  contributions  by  an  employee  must  be  made 
during  the  taxation  year  for  which  the  deduction  is  claimed.  The 
exception  occurs  in  the  case  of  lump-sum  contributions  made  in  any  year 
on  account  of  past   service   contributions    for  years   during   which    the 
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employee  v^s  not  a  contributor.  In  that  case,  any  excess  over  $3,500 
may  te  carried  forward  to  future  years  and  a  deduction  claimed  in  those 
future  years. (6) 

An  additional  deduction  is  available  under  tlie  Income  Tax  Act  for 
amounts  received  by  a  taxpayer  from  a  plan,  either  by  way  of  pension 
or  by  way  of  a  lump-sum  refund  of  contributions  where  the  amounts  in 
question  are  contributed  to  another  registered  pension  plan,  to  an 
RRSP(7),  or  within  limits  to  a  DPSP{8)  within  the  year  of  receipt  or 
witliin  60  days  of   tlie  end  of   that  year. 

Most  teachers  are  eligible  for  special  treatment  under  the  Income 
Tax  Act  with  respect  to  past  service  contributions. (9)  Basically,  they 
are  entitled  to  deduct  i-ayments  made  for  past  service  for  years  during 
which  they  were  contributors  on  the  same  basis  as  other  employees  are 
entitled  to  make  such  deductions  for  years  during  which  they  were  not 
contributors.  This  provision  is  designed  to  provide  relief  to  teachers 
who  were  previously  members  of  a  plan  but  withdrew  their  contributions 
on  leaving  tJie  employment  of   the  employer  under  tlie  plan. 

Deductions  are  permitted  under  the  Income  Tax  Act  for  three  types 
of  contributions  by  anployers  to  a  registered  pension  plan:  contribu- 
tions on  account  of  current  service,  lump-sum  contributions  to  provide 
terminal  funding,   and  special  past  service  contributions. 

The  maximum  amount  which  may  be  deducted  by  an  employer  for  con- 
tributions to  a  plan  on  account  of  current  service  may  be  determined  in 
one  of  two  ways.  (10)  l-Jhere  the  total  contribution  to  the  plan  by  the 
employer  for  any  year  is  made  up  of  specific  amounts  in  respect  of  each 
employee,  the  deduction  in  respect  of  each  enployee  is  limited  to  $3,500 
per  year.  Where  contributions  are  not  earmarked  on  an  employee-by- 
employee  basis,  the  eimount  deductible  will  be  determined  by  regulation; 
basically  tlie  maximum  amount  deductible  may  not  exceed  $3,500  times  the 
total  number  of  anployees  in  respect  of  whan  payments  are  made.  In  some 
cases,  the  effect  of  the  regulation  will  be  to  prevent  the  deduction  of 
an  amount  equal  to  $3,500  per  onployee.  The  total  contribution  of  the 
employer  is  allocated  among  the  anployees  proportionately  on  the  basis 
of  their  remuneration  for  the  year.  Where  some  employees  are  paid 
substantially  more  than  other  employees,  the  amount  allocated  to  the 
more  highly-paid  enployees  could  exceed  $3,500  in  v\tiich  case  the  excess 
would  be  denied  as  a  deduction.  Where  the  application  of  this  formula 
would  result  in  a  deduction  being  denied,  the  employer  may  elect  that 
the  maximum  deduction  in  respect  of  each  anployee  be  the  actual  cost  to 
the  employer  of  providing  the  benefits  under  the  plan  in  respect  of 
services  rendered  by  that  employee.  In  most  cases  where  this  latter 
approach  is  adopted,  it  would  be  necessary  to  have  an  actuary  make  the 
required  calculations. 

Under  terminal  funding  plans,  (which  are  not  permitted  under  On- 
tario law)    the  anployer  does  not  make  contributions  each  year  in  respect 
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of  each  enployee,  but  rather  makes  a  lump-sum  payment  to  the  plan  in  the 
year  in  which  the  employee  becomes  eligible  to  retire,  retires,  or 
otherwise  ceases  to  be  employed  by  the  employer  or  reaches  an  age  when 
pension  benefits  become  payable.  (11)  Where  such  a  payment  is  made  in 
the  year  in  v\^ich  the  relevant  event  occurs,  or  within  60  days  of  the 
end  of  that  year,  the  employer  will  be  permitted  a  deduction.  No  limit 
is  set  out  in  the  Incane  Tax  Act  for  the  amount  v\*iich  may  be  deducted  on 
account  of  such  lump  sum  payments.  However,  it  is  provided  in  the 
Incane  Tax  Act  that  no  deduction  may  be  claimed  for  any  amount  which 
is  unreasonable .( 1 2 )  As  a  practical  matter,  the  tax  department  has 
indicated  it  will  not  register  any  defined  benefit  plan  which  provides 
for  pensions  in  excess  of  certain  limits,    (see  item  12  supra). (13) 

In  certain  circumstances,  employers  may  claim  a  deduction  for 
contributions  made  to  a  plan  in  the  year  on  account  of  past  service  by 
an  employee.  (14)  The  payment  must  be  made  pursuant  to  a  recommendation 
by  a  qualified  actuary  ^o  is  of  the  opinion  that  the  resources  of  a 
defined  benefit  plan  should  be  increased  by  the  amount  of  the  payment  in 
question  to  ensure  that  the  employer's  obligations  under  the  plan 
to  employees  may  be  satisfied.  Any  such  payment  must  be  approved  in 
advance  by  the  Minister  of  National  Revenue  on  tlie  advice  of  the  Super- 
intendent of  Insurance.  The  deduction  must  be  claimed  in  the  year  in 
which  the  payment  is  made.  Once  again,  the  amount  of  such  a  payment 
must  be  reasonable,  and  the  Minister  has  set  out  guidelines  for  the 
maximum  benefits  which  may  be  provided  under  a  plan. 

Taxation  of  Benefits 

No  amount  is  included  in  the  employee's  income  at  the  time  a 
contribution  is  made  by  the  employer  to  a  plan.  Rather,  all  benefits 
received  by  the  anployees,  their  estates,  or  their  beneficiaries  are 
taxable  in  the  year  of  receipt.  (15)  A  deduction  may  be  claimed  against 
amounts  included  in  incane  V'^iiere  the  amounts  in  question  are  contributed 
within  the  year  or  within  60  days  of  the  end  of  the  year  to  another 
plan,  anRRSP(16),  or  within  certain  limits  a  DPSP.(17)  A  taxpayer 
is  eligible  for  forward  averaging  through  the  purchase  of  an  income- 
averaging  annuity  with  respect  to  any  single  payment  received  by  him 
fron  a  plan  upon  the  death,  withdrawal  or  retirement  of  an  employee  or 
former  employee,  upon  the  winding-up  of  the  plan  or  upon  the  amendment 
of  the  plan.  (18)  Amounts  received  by  a  taxpayer  from  a  plan  and  in- 
cluded in  income  qualify  for  the  $1,000  pension  deduction  regardless  of 
whether  the  taxpayer  has  reached  age  65.(19) 

Unregistered  Pension  Plans 

Considerable  interest  has  developed  during  the  past  year  in  pension 
plans  vd-iich  are  not  registered  with  Revenue  Canada.  Tax  practitioners 
had  tended  to  ignore  this  type  of  plan  since  1969,  when  it  was  held  by 
the  Tax  Appeal  Board  that  contributions  by  an  employer  to  such  a  plan 
were  not  deductible   (Patons  &  Baldwins  Ltd.   v  MNR,   69  D.T.C.    189  [TAB]). 
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Although  t±iis  case  conflicted  with  earlier  jurisprudence,  which  held 
that  contributions  by  an  employer  to  such  a  plan  should  be  deductible  as 
a  general  expense  of  carrying  on  business,  tax  practitioners  shied  away 
fran  a  confrontation  with  the  tax  department  on  the  issue.  However,  in 
June,  1979,  a  senior  official  of  Revenue  Canada  made  a  policy  statement 
indicating  that  contributions  by  an  employer  to  an  unregistered  pension 
plan  v^ould  be  deductible  by  the  enployer  if  it  was  clear  that  the  amount 
contributed  could  under  no  circumstances  revert  to  the  employer.  Al- 
though the  department  has  refused  to  rule  on  the  matter,  the  interest  of 
many  tax  practitioners  has  been  reawakened,  and  it  would  appear  likely 
that  some  use  will  be  made  of  these  plans  in  the  future,  unless  the 
government  introduces  legislation  making  their  use  unattractive  or  a 
further  court  decision  is  rendered  providing  tliat  contributions  to  such 
a  plan  are  not  deductible.  Such  pension  plans  would  be  governed  by  the 
Ontario  Pension  Benefits  Act  in  accordance  with  the  act's  definition  of 
a  pension  plan. 

Non-registered  plans  are  less  attractive  than  registered  plans  fron 
two  points  of  view.  First,  no  deduction  is  permitted  for  employee 
contributions  to  such  plans,  and  second,  incone  earned  from  plan  funds 
is  subject  to  tax.  To  avoid  the  latter  problem,  plan  funds  would 
generally  be  invested  in  investments  which  produce  no  taxable  income, 
such  as  single  premium  deferred  annuities  or  compound  interest  bonds. 
The  major  advantage  of  plans  of  this  nature  is  that  there  is  no  limit  on 
the  amount  which  an  employer  can  contribute  to  them  as  there  is  with 
registered  plans.  Fran  tliis  point  of  view,  they  are  particularly  desir- 
able for  senior  enployees  nearing  retirement  with  inadequate  pensions. 
For  exairqple,  an  employer  might  decide  to  set  up  an  unregistered  plan  for 
five  senior  onployees,  all  of  v^tiom  are  10  years  from  retirement.  The 
employer  might  contribute  $10,000  per  year  to  the  plan  for  each  employee 
in  each  of  the  10  years  prior  to  retirement.  The  contributions  would  be 
held  by  a  trustee  and  invested  in  single-premium  deferred  annuities 
maturing  on  the  retirement  of  the  employees .  The  income  earned  under 
the  annuity  contracts  wDuld  accumulate  on  a  tax-free  basis  until  it  was 
paid  out  to  the  onployees  in  the  form  of  an  annuity.  The  plan  would 
provide  that,  under  no  circumstances,  could  the  funds  revert  to  the 
employer,  and  the  employer  would  claim  an  immediate  deduction  for  the 
contributions. 

This  type  of  program  has  actually  been  in  relatively  common  use  for 
a  number  of  years.  However,  it  has  generally  been  referred  to  as  a 
"deferred  conpensation  plan"  rather  than  as  an  unregistered  pension 
plan.  The  distinction  between  the  two  types  of  plans  is  not  entirely 
clear.  Presumably  in  a  deferred  ccfiipensation  plan,  the  employee  fore- 
goes current  remuneration,  which  is  paid  after  retirement.  In  the  case 
of  an  unregistered  pension  plan  the  employee  does  not  forego  income,  but 
rather  the  enployer  is  the  real  source  of  the  contribution.  In  fact, 
it  could  be  argued  that  an  employee  is  in  effect  foregoing  present 
remuneration  whenever  tJie  employer  makes   a  contribution   to  a  pension 
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plan,  since  the  pension  plan  simply  forms  part  of  his  or  her  total 
ccopensation  package. 

In  the  case  of  most  deferred  conpensation  plans,  the  employer  has 
generally  not  claimed  a  deduction  for  contributions  made  to  the  plan. 
However,  given  the  indication  of  a  shift  in  government  policy  in  this 
regard,  anployers  are  likely  to  begin  claiming  a  deduction  for  these 
contributions,  at  least  vinere  it  is  clear  that  the  contributions  cannot 
revert  to  the  onployer  under  any  circumstances.  In  setting  up  deferred 
conpensation  plans,  practitioners  have  generally  taken  precautions 
to  ensure  that  enployees  do  not  derive  a  taxable  benefit  at  the  time 
contributions  are  made  to  the  plan,  but  rather  are  subject  to  tax  only 
on  amounts  actually  received  by  them  from  the  plan.  In  this  regard, 
deferred  compensation  agreements  generally  provide  tliat  payments  to  the 
employee  are  contingent  on  the  employee  performing  covenants  under  the 
deferred  compensation  agreements,  which  might  include  covenants  to 
remain  with  the  enployer  until  retirement,  to  refrain  from  competing 
with  the  employer  after  retirement,  and  to  provide  consulting  services 
to  the  anployer  after  retirement. 

The  federal  budget  v*ich  was  defeated  in  December,  1979  would  have 
removed  the  unintended  tax  advantages  of  certain  unregistered  pension 
plans,  by  providing  that  payments  after  December  11,  1979  by  an  anployer 
are  not  deductible  until  the  amounts  vest  irrevocably  in  the  employee. 
At  that  time  they  will  be  taxable  income  to  the  employee.  Special 
provisions  would  be  made  for  foreign  branches  of  Canadian  employers. 


REGISTERED  RETIREMEOT  SAVINGS  PLANS 

In  1957,  provision  was  made  in  the  Income  Tax  Act  for  Registered 
Retirement  Savings  Plans  (RRSPs).  The  RRSP  was  intended  to  assist 
individuals  not  involved  in  private  pension  plans  to  create  a  fund  for 
the  purpose  of  providing  a  retirement  incone.  However,  because  of  the 
substantial  tax  advantages  of  RRSPs,  they  have  become  highly  popular 
with  middle  and  upper-income  taxpayers,  and  financial  institutions  enter 
the  market  each  spring  to  compete  vigorously  for  RRSP  dollars.  RRSPs 
provide  three  major  tax  advantages: 

1.  The  deduction  permitted  for  contributions  to  an  RRSP  enables 
the  contributor  to  defer  taxation  of  the  amount  of  the  contri- 
bution until  a  later  date  v^en  amounts  are  withdrawn  from  the 
RRSP  -  thereby,  in  effect,  giving  the  contributor  the  use  of 
the  government's  money  during  the  deferral  period. 

2.  Because  incom.e  from  the  investment  of  the  RRSP  fund  is  not 
taxed,  the  growth  of  such  a  fund  is  much  more  rapid  than  that 
of  a  similar  fund  vstiose  income  is  subject  to  taxation. 
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3.  At  the  time  taxpayers  begin  to  receive  retirement  income  from 
the  fund,  their  income  and  thus  their  marginal  tax  rate  is 
likely  to  be  lower  than  it  was  at  the  time  the  contribution  was 
made.  Where  this  is  the  case,  an  actual  tax  saving  arises  in 
addition  to  the  deferral. 

Section  146  of  the  Incone  Tax  Act  provides  a  detailed  code  govern- 
ing RRSPs,  which  appears  to  be  designed  to  achieve  the  following  policy 
objectives: 

1.  To  limit  the  investment  of  RRSP  funds  to  "pens ion- type"  invest- 
ments in  order  to  prevent  taxpayers  and  their  advisers  from 
speculating  with  retirement  income. 

2.  To  guard  against  the  use  by  taxpayers  of  F^SPs  to  achieve 
tax  and  estate  planning  objectives  rather  than  to  provide  a 
retirsnent  incone. 

Retirement  Savings  Plans  may  be  provided  by  insurance  companies, 
trust  companies,  and  other  financial  institutions  approved  by  Order- in- 
Council  including  investment  vehicles  commonly  known  as  mutual  funds. 
(20)  Chartered  banks  and  credit  unions  have  been  able  to  compete  for 
RRSP  dollars  by  arranging  to  have  a  trust  company  act  as  trustee  for 
their  funds.  Under  proposed  legislation,  these  institutions  would  be 
permitted   to  conpete  directly  in  the  RRSP  market. (21) 

In  order  to  qualify  for  the  tax  advantages,  a  Retirement  Savings 
Plan  must  be  registered  with  Revenue  Canada.  The  requirements  for 
registration  are  set  out  clearly   in  the  Incone  Tax  Act: (22) 

1.  Ihe  plan  may  not  provide  for  benefits  to  be  payable  to  the 
holder  of  the  plan  (the  "annuitant")  prior  to  the  maturity  of 
the  plan. 

2.  Ihe  plan  may  not  provide  for  contributions  to  be  made  after  the 
maturity  of  the  plan. 

3.  The  plan  must  mature  after  the  annuitant's  60th  birthday  and 
before  the  end  of  the  year  in  which  he  or  she  reaches  the  age 
of  71. 

4.  The  plan  may  not  provide  for  a  benefit  after  maturity  other 
than  by  way  of  a  "retirement  incone." 

5.  Where  tlie  retirement  incone  takes  the  form  of  an  annuity,  such 
an  annuity  may  not  be  capable  of  surrender,  commutation  or 
assignment  except  on  the  death  of  the  annuitant. 
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6.  The  plan  must  provide  for  the  commutation  of  any  annuity  on  the 
death  of  the  annuitant  where  the  payments  would  be  made  to  a 
person  other  than  the  spouse  of  the  annuitant. 

Contribution  Limits 

An  individual  v^iose  anployer  contributes  to  a  registered  pension 
plan  on  his  or  her  behalf  may  claim  a  deduction  each  year  for  contribu- 
tions to  an  RRSP  of  up  to  20  per  cent  of  "earned  incone"  with  a  maximum 
of  $3,500  less  the  amount  of  the  enployee's  contribution  to  a  registered 
pension  plan. (23)  For  example,  a  taxpayer  witli  earned  incone  of  $15,000 
who  contributed  $1,500  to  a  registered  pension  plan  could  make  a  deduct- 
ible contribution  of  $1,500  to  an  RRSP  (20  per  cent  of  $15,000  less  the 
$1,500  contributed  to  his  pension  plan).  For  other  individuals,  ttie 
deduction  allowed  is  20  per  cent  of  earned  income  up  to  a  maximum  of 
$5,500  per  year.  It  is  possible  for  a  taxpayer  to  contribute  property 
in  lieu  of  cash  to  his  or  her  RRSP,  provided  that  the  property  in  ques- 
tion is  a  "qualified  investment."  An  individual  may  make  all  or  part  of 
the  permitted  contribution  to  an  RRSP  for  his  or  her  spouse. (24) 

In  addition  to  tlie  normal  deduction  for  contributions  to  an  RRSP,  a 
deduction  may  be  claimed  for  contributions  made  to  an  RRSP  on  account  of 
certain  payments  received  by  a  taxpayer  in  a  taxation  year  and  included 
in  inccsne.  (25)  Amounts  qualifying  for  this  treatment  include  super- 
annuation and  pension  benefits,  old  age  pensions,  Canada  Pension  Plan 
pensions,  retiring  allowances,  and  amounts  received  under  a  Deferred 
Profit  Sharing  Plan.  For  example,  an  individual  receiving  a  substantial 
retiring  allowance  could  avoid  immediate  taxation  of  the  lump  sum  in  one 
year  at  high  marginal  tax  rates  by  contributing  the  amount  in  question 
to  an  RRSP.  In  addition,  an  individual  such  as  an  army  officer  who  re- 
tired at  a  relatively  young  age  and  took  up  alternative  employment, 
could  defer  tax  on  pension  incone  by  contributing   it  to  an  RRSP. 

The  defeated  1979  budget  proposed  to  permit  farmers  to  transfer 
taxable  capital  gains  of  up  to  $100,000  on  the  sale  of   farm  land. 

Prior  to  1976,  some  taxpayers  made  contributions  to  RRSPs  in  excess 
of  the  amount  they  were  entitled  to  deduct.  Although  these  over- 
contributions were  not  deductible  and  it  was  not  entirely  clear  that 
they  would  not  be  taxable  when  withdrawn  fron  the  plan,  tlie  taxpayers  in 
question  believed  that  these  disadvantages  were  more  than  offset  by  the 
fact  that  the  incone  earned  in  the  plan  on  the  over-contribution  would 
not  be  taxable.  The  Incone  Tax  Act  now  contains  provisions  which  make 
over-contributions  unattractive. (26)  Taxpayers  who  inadvertently  over- 
contribute  will  generally  be  able  to  take  steps  to  avoid  the  penalties 
which  would  otherwise  apply. 


58 


Spousal  RRSPs 

Little  is  known  about  tlie  incidence  or  patterns  of  participation 
in  spousal  RRSPs.  Income  tax  data,  a  major  information  source  for 
RPSPs  generally,  do  not  identify  spousal  RRSPs.  An  individual  may 
allocate  all  or  part  of  the  allowable  I^a-^SP  contributions  to  a  spouse. 
Whetlier  these  contributions  are  split  between  husband  and  wife  or  used 
entirely  for  a  spousal  fund,  they  are  deductible  from  the  purchaser's 
earned  income  only.  Therefore,  tax  records  need  not  and  in  fact  do  not 
differentiate  between  personal  and  spousal  contributions. 

Spousal  RRSPs  are  instruments  which  may  be  used  to  redistribute 
income  within  the  family  unit  so  as  to  minimize  the  total  income  tax 
load.  At  the  point  of  purchase,  tax  advantages  from  spousal  RRSPs 
accrue  to  tlie  purchaser,  but  the  fund  thus  established  is  turned  over  to 
and  accumulated  in  the  spouse's  name.  This  means  that  when  the  funds 
are  withdrawn,  tlie  proceeds  are  taxable  in  the  hands  of  the  recipient 
spouse.  Tax  benefits,  therefore,  may  be  realized  in  one  of  two  ways 
depending  upon  tlie  ultimate  objective. 

As  a  short-term  tax  saving  device,  spousal  RRSPs  theoretically 
could  be  liquidated  almost  immediately  on  receipt.  In  so  doing,  a 
spouse  witli  little  or  no  inccane  would  escape  tax  altogether  or  would  pay 
at  a  much  lower  rate  than  would  apply  to  the  family's  primary  income 
earner.  Indeed,  \*en  first  introduced,  this  was  a  widespread  practice. 
This  use  of  RRSPs  solely  as  a  tax  device  openly  circumvented  their 
primary  function  as  retirement  savings  -  the  purpose  for  v^ich  they  were 
originally  designed.  To  close  off  this  avenue  to  some  degree  at  least, 
regulations  were  tightened  in  1977  so  that  contributions  withdrawn 
within  three  years  of  inception  of  a  spousal  RRSP  become  taxable  in  the 
contributor's  hands  rather  than  in  the  spouse's  hands. 

Fran  the  perspective  of  a  retirement  savings  program,  the  long-term 
advantages  are  more  significant.  The  split  in  family  retirement  income 
resulting  fron  spousal  RRSPs  provides  tax  savings  in  two  ways.  First, 
where  one  partner  in  the  marriage  is  in  a  much  lower  tax  bracket  than 
the  other,  the  incone  fron  the  spousal  plan  attracts  a  lower  rate  of 
tax.  Second,  after  age  65,  if  the  spouse  has  no  other  pension  income, 
the  first  $1,000  of  RRSP  benefits  is  non-taxable.  Thus,  both  partners 
may  acquire  the  pension  incone  deductibility  allowable  for  income  tax 
purposes.  The  combined  effect  of  these  two  factors  would  materially 
reduce  the  total  tax  payable  by  the  family,  and  so  increase  their  net 
income. 

Investment  of  the  RRSP  Fund 

A  number  of  restrictions  are  imposed  under  Section  146  on  the 
investment  of  the  RRSP  fund.  A  breach  of  these  restrictions  may  result 
in  serious  tax  consequences;  for  example: 
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1.  Where  the  RRSP  trust  borrows  money,  it  will  be  taxed  on  its 
incane  in  any  year  during  which  the  loan  is  outstanding  unless 
the  borrowed  funds  are  used  to  carry  on  a  business. (27) 

2.  Where  an  RRSP  trust  carries  on  business,  the  trust  will  be 
taxed  on  its  incane  frcxn  carrying  on  business. (28) 

3.  Where  an  RRSP  trust  disposes  of  property  for  a  consideration 
less  than  its  fair  market  value,  the  difference  between  the 
fair  market  value  and  the  consideration  received  is  included  in 
the  annuitant's  income. (29) 

4.  Where  an  RRSP  trust  acquires  property  for  a  consideration 
greater  than  its  fair  market  value,  the  excess  of  the  consider- 
ation paid  over  the  fair  market  value  will  be  included  in  the 
annuitant's  incane. (30) 

5.  Where  the  property  of  an  RRSP  trust  is  used  as  security  for  a 
loan,  the  fair  market  value  of  the  property  used  as  security 
will  be  included  in  the  annuitant's  incane. (31) 

6.  Where  an  RRSP  trust  makes  an  investment  which  is  a  "non- 
qualified investment,"  the  cost  to  tlie  trust  of  the  investment 
will  be  included  in  the  income  of  the  annuitant. ( 32)  The 
following  are  qualified  investments: 


bank,  trust  conpany  and  credit  union  deposits; 

guaranteed  investment  certificates  of  a  trust  company; 

federal,  provincial  and  municipal  bonds  and  debentures; 

shares  listed  on  a  prescribed  stock  exchange  in  Canada; 

shares  listed  on  a  prescribed  foreign  stock  exchange; 

shares  of  an  investment  corporation; 

bonds  and  debentures  of  a  corporation  the  shares  of  which 
are  listed  on  a  prescribed  Canadian  stock  exchange; 

mortgages  on  Canadian  real  estate  provided  the  mortgagor  is 
not  the  annuitant  or  person  with  whom  the  annuitant  does 
not  deal  at  arm's  length. 


It  will  be  noted  that  considerable  flexibility  is  allowed  as 
to  the  investment  of  the  RRSP  fund;  in  particular,  shares  of 
conpanies  listed  on  a  Canadian  stock  exchange  are  qualified 
investments  regardless  of  tlieir  earnings  record. 
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7.  V^ere  the  cost  of  foreign  property  to  the  RRSP  trust  exceeds  10 
per  cent  of  the  cost  of  all  property  held  by  the  trust  at  the 
end  of  any  month,  a  penalty  tax  of  one  per  cent  per  month  on 
the  excess  is   imposed. (33) 

The  Retirement  Income 

All  amounts  withdrawn  in  any  manner  from  RRSPs  are  subject  to 
tax.  However,  the  tax  treatment  varies  widely  depending  upon  the  form 
and  timing  of  the  receipt  and  the  situation  of  the  recipient.  It  is 
contemplated  under  section  146  that  no  benefits  will  be  received  from 
an  RRSP  prior  to  maturity,  which  must  be  after  the  annuitant's  60th 
birthday  and  prior  to  the  end  of  the  year  in  which  the  annuitant  reaches 
age  71.     The  RRSP  will   then  be  used   in  one  of   three  ways: (34) 

1.  To  purchase  an  annuity  for  the  life  of  the  annuitant  or  for 
the  joint  lives  of  the  annuitant  and  his  or  her  spouse  with  a 
guaranteed   term  of  up  to  15  years   in  either  case. 

2.  To  purchase  an  annuity  with  a  fixed  term  equal  to  90  minus  the 
age  of  the  annuitant  at  maturity;  or  where  the  annuitant's 
spouse  is  younger  than  the  annuitant,  90  minus  the  age  of  the 
spouse  at  the  time  the  annuity  is  purchased. 

3.  To  create  a  Registered  Retirement  Income  Fund.  (35)  A  Regis- 
tered Retirement  Incane  Fund  (RRIF)  is  a  contract  between  an 
individual  and  an  insurance  conpany,  trust  company,  or  mutual 
fund  (a  "carrier")  under  which  the  carrier  agrees  to  hold 
property  from  the  RRSP  on  behalf  of  the  individual  and  pay 
to  the  individual  a  portion  of  the  value  of  the  fund  at  the 
beginning  of  the  year  equal  to  one  over  90  minus  the  age  of  the 
individual  in  a  whole  years  or,  where  the  individual's  spouse 
is  younger  than  the  individual,  one  over  90  minus  the  age  of 
the  spouse.  The  proportion  of  the  fund  paid  out  will  increase 
from  year  to  year  until  the  year  the  individual  or  spouse 
reaches  age  90  when  the  balance  in  the  fund  will  be  paid  out. 
Assuming  normal  rates  of  return,  the  amounts  paid  out  in  the 
earlier  years  will  be  less  than  the   income   from  the  fund. 

Section  146  does  not  prevent  an  individual  from  withdrawing  funds 
frcm  an  RRSP  prior  to  maturity.  When  such  a  withdrawal  takes  place,  the 
amount  in  question  is  included  m  the  taxpayer's  income  in  the  year  of 
receipt. (36) 

Where  the  annuitant  dies  prior  to  maturity,  an  amount  will  become 
payable  as  provided  in  the  plan  to  the  estate  or  the  beneficiary  named 
under  the  plan.  This  amount  will  be  included  in  the  income  of  the 
annuitant  immediately  prior  to  death (37)  except  vvhere  his  or  her  spouse 
is  entitled  to  the  amount  in  question.  In  that  case  it  will  be  included 
in  the  spouse's   income,   and  the  spouse  will   be   entitled    to   tax    relief 
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through  the  purchase  of  an  income-averaging  annuity (38)  or  the  contri- 
bution of  the  entire  amount  to  his  or  her  own  RRSP.(39)  Where  the 
beneficiary  is  a  dependent  child  or  grandchild,  an  amount  up  to  $5,000 
times  26  minus  that  person's  age  in  full  years  may  be  excluded  from  tlie 
incone  of  the  deceased  in  the  year  of  death  and  used  to  purchase  an 
incone-averaging  annuity.  If  the  child  or  grandchild  is  dependent 
by  reason  of  nental  or  physical  infirmity,  no  limit  is  placed  on  the 
amount  qualifying  for  forward  averaging  through  the  purchase  of  an 
i  ncone-averag  ing  annu  i  ty . ( 4  0 ) 

Where  the  annuitant  dies  subsequent  to  the  maturity  of  the  plan, 
and  a  person  other  than  the  annuitant's  spouse  becomes  entitled  to 
receive  an  amount  fron  the  RRSP  or  fran  a  Registered  Retirement  Income 
Fund,  tlie  value  of  the  amount  the  person  becanes  entitled  to  receive  is 
included  in  the  annuitant's  income  immediately  prior  to  his  or  her 
death.  (41)  In  order  to  be  registered,  an  RRSP  must  provide  for  the 
conmutation  of  any  annuity  which  would  beccme  payable  to  a  person  other 
than  the  spouse  of  the  annuitant.  (42)  It  is  this  conimuted  value  which 
will  be  included  in  the  income  of  the  annuitant  immediately  prior  to 
his  death.  In  the  case  of  a  Registered  Retirement  Income  Fund,  the 
balance  standing  to  the  credit  of  the  annuitant  at  the  time  of  death 
will  be  included  in  his  or  her  income.  (43)  ^Tliere  the  beneficiary  of 
the  annuity  payments  or  the  Registered  Retirement  Income  Fund  is  the 
annuitant's  spouse,  the  annual  payments  will  continue  and  are  taxed 
in  the  hands  of  the  recipient  in  the  year  of  receipt. (44)  Where  a 
dependent  child  or  grandchild  is  a  beneficiary,  an  amount  up  to  $5,000 
times  26  minus  that  person's  age  may  be  excluded  fran  tlie  income  of  the 
deceased  in  the  year  of  death  and  used  to  purchase  an  in  come- averaging 
annuity.  If  the  child  or  grandchild  is  dependent  by  reason  of  mental  or 
physical  infirmity,  no  limit  is  placed  on  the  amount  qualifying  for 
forward  averaging  tlirough  the  purchase  of  an  incone-averaging  annuity. 
(45) 

Prior  to  1977,  amounts  received  by  a  beneficiary  on  tlie  death  of 
an  annuitant  under  an  RRSP  were  taxed  in  the  hands  of  the  recipient 
regardless  of  relationship  to  the  annuitant.  The  requirement  that 
amounts  be  taxed  in  the  hands  of  the  annuitant  in  the  year  of  death 
was  introduced  to  prevent  taxpayers  from  achieving  unduly  long  tax 
deferrals  or  otlier  estate  planning  objectives  through  the  use  of  RRSPs . 
In  effect,  the  government  was  re-emphasizing  the  primary  purpose  of 
RRSPs,  as  a  private  pension  vehicle  to  provide  a  retirement  income  for 
the  annuitants  and  to  provide  for  their  dependents  after  retirement. 

Annuity  payments  under  RRSPs  and  payments  from  Registered  Re- 
tirement Incone  Funds  represent  qualifying  income  for  the  purposes  of 
the  $1,000  pension  deduction  when  received  by  individuals  aged  65  and 
over.  (46)  Annuity  payments  under  RRSPs  and  payments  from  Registered 
Retirement  Income  Funds  received  by  the  spouse  of  a  deceased  annuitant 
qualify  for  the  pension  incone  deduction,  \^hether  or  not  the  annuitant 
or  spouse  have  attained  age  65. 
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DEFERRED  PROFIT  SHAJ^ING   PLANS 

The  favourable  tax  treatment  accorded  Deferred  Profit  Sharing 
Plans  (DPSPs)  under  section  147  of  the  Income  Tax  Act  recognizes  that 
profit  sharing  as  opposeci  to  fixed  contributions  by  an  employer  may  in 
certain  cases  be  an  appropriate  means  of  funding  a  retirement  plan.  As 
a  general  rule,  DPSPs  appeal  to  smaller  employers  for  v\*iom  it  would  not 
be  appropriate  to  establish  a  pension  plan,  either  because  of  the  size 
and  stability  of  the  employer,  the  financial  position  of  the  employer 
or  a  variety  of  otlier  reasons.  Unlike  registered  pension  plans,  there 
are  no  rules  prohibiting  the  use  of  DPSPs  primarily  for  the  benefit  of 
significant  shareholders  of  an  employer  corporation.  As  a  result,  many 
"family"  corporations  establish  DPSPs  for  tlie  benefit  of  members  of  the 
family  who  are  employed   in  the  corporation. 

The  tax  advantages  of  DPSPs  are  substantially  similar  to  those 
of  RRSPs,  except  tJiat  it  is  the  employer  rather  than  the  individual 
taxpayer  who  irekes  a  contribution  to  the  plan.  Contributions  by  an 
employer  within  the  limits  set  out  in  the  Income  Tax  Act  are  deductible 
in  the  year  in  which  they  are  made.  Income  earned  from  investment  of 
plan  funds  accrues  on  a  tax-free  basis.  Amounts  received  by  employees 
frcm  the  plan  are  subject  to  tax   in  their  hands   in  the  year  of  receipt. 

Formal  Requirements 

A  DPSP  is  a  "profit  sharing  plan"  accepted  by  Revenue  Canada  for 
registration.  (47)  To  qualify  as  a  profit  sharing  plan,  the  plan  must 
provide  for  employer  contributions  computed  by  reference  to  profits  fran 
tJie  enployer's  business  or  ttie  profits  from  tliat  business  and  tliose  of  a 
corporation  with  whom  the  onployer  does  not  deal  at  arm's  length.  This 
formulation  enables  an  employer  to  take  into  account  the  profits  of 
subsidiaries  or  other  related  corporations  in  determining  the  amount  of 
the  contribution.  The  contributions  must  be  made  to  a  trustee  for  the 
benefit  of  the  onployees.  The  plan  iray  also  provide  for  contributions 
by  QTiployees,  although  for  ntDst  employees,  (as  explained  below)  there  is 
no  significant  tax  advantage  to  be  gained  by  making  a  contribution  to  a 
DPSP.  Profit  sharing  plans  do  not  qualify  for  any  significant  tax 
relief  unless  registration  is  obtained  as  a  DPSP.  The  requirements  for 
registration  are  set  out  in  the  act: (48) 

1.  Amounts  contributed  to  the  plan  must  be  allocated  by  the 
trustee  among  the  beneficiaries  in  the  year  in  which  they 
are  received.  Allocations  must  be  made  to  the  employees  in 
respect  of  whcan  the  contribution  was  made. 

2.  The  plan  must  not  provide  for  loans  to  beneficiaries. 

3.  Plan  funds  must  not  be  invested  in  debt  obligations  of  the 
employer  or  related  corporations. 
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4.  The  plan  must  provide  tliat  the  interest  of  a  beneficiary  under 
the  plan  is  not  capable  of  assignment. 

5.  Each  of  the  trustees  under  the  plan  must  be  resident  in  Canada. 

6.  If  a  trust  ccanpany  does  not  act  as  trustee,  there  must  be  at 
least  three  individual   trustees. 

7.  The  plan  must  provide  that  all  incoTie  received,  and  all  capital 
gains  and  losses  realized  by  the  trust  during  each  year,  are  to 
be  allocated  to  the  beneficiaries  under  the  plan  within  90  days 
of   the  end  of   the  year. 

8.  Amounts  allocated  or  re-allocated  to  a  beneficiary  must  vest 
irrevocably  in  that  beneficiary  not  later  than  five  years  from 
the  end  of  the  year  of  the  allocation  or  the  reallocation  if 
the  beneficiary  is  still  onployed  by  the  enployer  at  that  time. 
Under  this  formulation,  it  is  possible  for  a  beneficiary  to 
forfeit  amounts  allocated  where  employment  ceases  during  the 
vesting  period.  Although  amounts  must  vest  within  five  years, 
it  is  not  unconmon  to  provide  for  immediate  vesting  or  vesting 
within  a  shorter  period.  (A  reallocation  arises  where  a 
beneficiary  has  forfeited  his  or  her  interest  in  the  plan 
and  the  amount  in  question  is  divided  among  the  remaining 
beneficiaries) . 

9.  Ihe  plan  must  provide  that  a  trustee  under  the  plan  inform  in 
writing  all  new  beneficiaries  of   their  rights  under  the  plan. 

10.  The  plan  must  provide  that  all  amounts  vested  in  a  beneficiary 
beccme  payable  to  the  beneficiary  or,  in  the  event  of  death,  to 
a  beneficiary  designated  by  him  or  her,  or  to  the  estate,  not 
later  than  90  days  after  the  earliest  of: 

a)  the  death  of  the  anployee; 

b)  the  day  on  which  the  employee  ceases  to  be  employed   by    the 
contributing  employer; 

c)  the  beneficiary's  71st  birthday; 

d)  the  date  of  termination  of  the  plan. 

However,  the  beneficiary  may  elect  to  receive  his  or  her  inter- 
est under  the  plan  in  annual  or  more  frequent  instalments  over 
a  period  of  up  to  10  years,  or  to  have  the  amount  paid  to  an 
issuer  of  annuity  contracts  to  purchase  an  annuity.  Such  an 
annuity  must  cotir.ience  no  later  than  the  person's  71st  birthday 
and  may  not  have  a  guaranteed   term  in  excess  of  15  years. 
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In  addition  to  tiie  formal  requirements  for  registration  set  out  in 
the  IncxjTie  Tax  Act,    tlie  Department  also  requires  that:  (49) 

1.  Where  individual  trustees  are  used,  at  least  one  of  these  indi- 
viduals must  be  independent  of  the  operations  of  the  employer 
and  not  a  shareholder. 

2.  All  amounts  allocated  to  a  beneficiary  must  vest  upon  retire- 
ment by  reason  of  age  or  disability  regardless  of  v^iether  five 
years  has  passed  since  the  allocation  was  nade. 

3.  Amounts  may  not  be  divested  upon  dismissal  for  cause  or  because 
of  union  nembership. 

4.  The  trustees  must  have  sufficient  authority  to  ensure  the 
implementation  of  the  plan  and  the  payment  of  benefits  to 
beneficiaries. 

5.  Borrowing  by  the  plan  is  only  permitted  on  a  short-term  basis 
to  facilitate  the  payment  of  benefits. 

6.  Elnployee  contributions,  if  any,  must  vest  immediately  in  the 
contributor. 

7.  Tlie  plan  must  provide  for  a  minimum  contribution  in  any  year  in 
which  the  anployer  has  profits. 

Deductibility  of  Contribution 

Within  the  limits  set  out  in  the  Income  Tax  Act,  employers  may 
deduct  contributions  made  to  DPSPs  in  a  taxation  year  or  within  120  days 
after  the  end  of  tlie  taxation  year.  The  contribution  limit  for  each 
employee  is  the  lesser  of  20  per  cent  of  the  onployee's  salary  or  wages 
paid  in  the  year  by  the  onployer  or  $3,500.  Contributions  made  by  the 
employer  in  the  year  to  a  registered  pension  plan  on  account  of  current 
service  of  the  employee  reduce  the  amount  which  may  be  deducted  for 
contributions  to  a  DPSP  on  behalf  of   that  employee .( 50 ) 

It  is  not  possible  for  anployees  to  make  tax-deductible  contribu- 
tions to  DPSPs.  However,  where  the  plan  provides,  employees  may  con- 
tribute up  to  $5,500  per  year  to  a  DPSP  on  an  after-tax  basis.  Penalties 
will  be  levied  where  contributions  are  made  in  excess  of  $5,500  per 
year. (51)  For  the  most  part,  enployees  will  not  be  interested  in  making 
contributions  to  DPSPs.  However,  an  employee  with  excess  cash  might 
make  a  contribution  to  a  DPSP  to  shelter  froii  tax  the  income  earned  on 
the  amount  contributed.  Because  a  DPSP  trust  is  not  subject  to  tax,  the 
income  from  amounts  contributed  will  accumulate  on  a  tax-free  basis. 
This  income  will  be  taxed  when  the  funds  are  withdrawn  from  the  DPSP, 
but  the  original  contribution  by  the  onployee  can  be  extracted  tax-free. 
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The  employer's  contribution  must  be  computed  by  reference  to 
profits,  and  the  plan  must  provide  for  a  minimum  contribution  in  any 
year  in  wiiich  the  employer  has  profits. 

Investment  of  the  Fund 

Provided  that  the  DPSP  fund  is  rranaged  and  invested  in  the  manner 
required  under  the  act,  tlie  incone  fron  the  fund  will  not  be  subject  to 
tax. (52)  If  the  DPSP  trust  acquires  a  "non-qualified"  investment  or 
permits  property  of  the  trust  to  be  used  as  security  for  a  loan,  it  will 
becone  subject  to  tax  under  part  X  of  the  Income  Tax  Act.  Qualified 
investments  for  the  purposes  of  a  DPSP  are  similar  to  those  prescribed 
for  RRSPs.(53)  To  qualify  for  registration,  it  must  be  specified  in  the 
plan  that  loans  to  members  of  the  plan  are  prohibited.  In  addition, 
no  part  of  the  DPSP  fund  may  be  invested  in  debt  obligations  of  the 
employer,  corporations  with  whom  the  employer  does  not  deal  at  arm's 
length,  or  corporations  more  than  50  per  cent  of  the  assets  of  which 
consist  of  obligations  of  the  employer.  ( 54 )  A  tax  is  imposed  under 
part  XI  of  the  Incone  Tax  Act  \^4iere  the  cost  of  foreign  property  to  the 
DPSP  is  in  excess  of  10  per  cent  of  the  cost  to  it  of  all  property  held. 
Where  a  trust  governed  by  a  DPSP  disposes  of  property  to  a  taxpayer  for 
a  consideration  less  tlian  the  fair  market  of  the  property,  or  acquires 
property  from  a  taxpayer  for  a  consideration  in  excess  of  the  fair 
market  value  of  the  property,  the  difference  between  the  fair  market 
value  of  the  property  and  the  consideration  will  be  included  in  the 
incone  of  the  taxpayer. (55) 

Taxation  of  Benefits 

Amounts  received  by  a  member  of  a  DPSP  or  a  meinber's  estate  or  ben- 
eficiary are  subject  to  tax  in  tlie  year  of  receipt.  However,  this  will 
not  be  the  case  to  the  extent  that  the  amounts  in  question  represent  a 
return  to  the  member  of  his  or  her  contributions  to  the  plan. (56)  To  be 
registered,  a  plan  must  provide  that  all  amounts  vested  in  a  member 
becone  payable  to  the  member  or,  in  the  event  of  death,  to  a  beneficiary 
designated  by  the  member  or  to  his  or  her  estate,  not  later  than  90  days 
after  tlie  earliest  of  the  death  of  the  member,  the  day  on  which  the 
member  reaches  age  71  and  the  day  on  which  the  plan  is  wound  up.  The 
employee  may  choose  not  to  accept  a  lump-sum  payment,  but  rather  to  be 
paid  in  equal  instalments  over  a  period  of  up  to  10  years  or  to  have  the 
balance  standing  to  his  or  her  credit  applied  towards  the  purchase  of  an 
annuity  commencing  not  later  than  the  71st  birthday  with  a  guaranteed 
term  not  greater  than  15  years. (57)  Where  either  of  these  options 
is  chosen,  the  member  will  be  taxable  only  to  the  extent  of  amounts 
actually  received  each  year.  Where  a  lump-sum  payment  is  chosen, 
the  employee  will  be  entitled  to  defer  the  taxation  of  the  payment  by 
contributing  it  to  an  RRSP(58)  or  to  spread  the  taxation  of  the  amount 
out  over  a  number  of  years  by  the  purchase  of  an  income-averaging  annu- 
ity. (59)  Amounts  received  by  a  taxpayer  under  a  DPSP,  other  tlian  lump- 
sum payments,   qualify  for  the  $1,000  pension  deduction  v^en  received   by 
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a  taxpayer  who  has  attained  age  65  or   by   a   taxpayer   under   age  65  who 
receives  the  payments  as  a  result  of   the  death  of  his  or  her  spouse. (60) 


RELATIVE  ADVANTAGES  OF  RRSPs,    DPSPs,    AND  HPPs 

The  three  income  deferral  plans  are  clearly  designed  to  meet  dif- 
ferent needs  and  thus  appeal  to  different  groups  of  taxpayers.  The  reg- 
istered pension  plan  is  most  relevant  to  employees  of  larger  businesses 
whose  anployers,  as  part  of  a  contract  of  employment,  are  providing 
retirement  benefits  to  the  employees  with  or  without  the  assistance 
of  the  anployees  in  the  form  of  contributions.  Where  employees  are 
entitled  to  make  voluntary  contributions,  the  plan  may  double  as  a 
savings  vehicle.  However,  the  employee,  for  the  most  part,  will  not 
have  access  to  those  savings.  Since  the  payment  of  the  benefits  to  be 
provided  under  a  pension  plan  will  be  in  part  contingent  on  the  con- 
tinued existence  and  profitability  of  the  anployer,  pension  plans,  other 
than  those  of  the  noney-purchase  variety,  may  not  be  appropriate  in  the 
case  of  smaller  employers  whose  financial  stability  and  permanency  is  in 
question.  That  difficulty  is  sometimes  overcone  by  establishment  of  a 
multi-employer  plan,  in  Viiiich  solvency  and  continuity  of  benefit  accrual 
do  not  depend  on  the  fortunes  of  a  single  firm. 

Unlike  pension  plans,  RRSPs  are  available  to  both  the  employed  and 
the  self-employed.  Since  the  RRSP  is  funded  entirely  by  the  beneficiary 
and  the  funds  in  the  plan  are  freely  accessible  to  the  contributor,  it 
is,  as  vfe  have  seen,  primarily  of  use  to  higher-incone  individuals.  As 
a  result,  RRSPs  are  unlikely  to  be  of  interest  to  younger  taxpayers, 
with  limited  savings  and  with  pressing  financial  commitments  such  as 
residential  mortgages.  However,  for  many  taxpayers,  both  employees 
and  self-employed,  the  RIRSP  represents  the  only  opportunity  to  create 
a  retirement  fund  on  a  tax-sheltered  basis.  In  addition  in  Ontario 
nearly  40  per  cent  of  those  contributing  to  an  RRSP  also  contribute  to  a 
pension  plan. (61) 

DPSPs  will  appeal  to  many  of  the  same  taxpayers  as  RRSPs,  except 
that  DPSPs  are  not  available  to  most  of  the  self-employed.  For  example, 
professional  taxpayers  carrying  on  business  in  partnership  will  not 
be  able  to  take  advantage  of  DPSPs.  DPSPs  are  generally  used  by  the 
shareholders  and  key  onployees  of  closely-held  corporations  to  provide  a 
retirement  fund.  An  employee  cannot  rely  on  a  DPSP  to  provide  a  reli- 
able pension  incone,  since  the  onployer  has  no  obligation  to  contribute 
any  fixed  amount  to  the  plan.  DPSPs  are  often  used  as  part  of  a  bonus 
in  incentive  programs.  The  effect  of  the  vesting  provisions  may  be  to 
discourage  employees  frcm  leaving  the  conpany. 

Although  the  tliree  plans  tend  to  appeal  to  different  groups,  there 
is,  in  practice,  a  considerable  amount  of  overlapping.  For  example, 
members  of  pension  plans  may  wish  to  supplement  their  retirement  income 
by  making  contributions  to  RRSPs,  or  members  of  pension  plans  may  choose 
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not  to  make  voluntary  contributions  to  tliem,  but  rather  to  contribute  to 
RRSPs.  In  some  conpanies,  anployees  may  decline  to  join  a  pension  plan 
if  they  can  obtain  additional  remuneration  to  contribute  to  an  RRSP. 
Group  RRSPs  have  begun  to  develop  as  an  alternative  to  pension  plans. 
Legally,  a  group  RRSP  is  simply  a  collection  of  individual  plans,  and 
the  position  of  the  taxpayer  is  no  different  than  it  would  be  if  he  or 
she  had  an  individual  plan.  Frcm  a  practical  standpoint,  however,  the 
situation  is  somev^at  different,  since  the  taxpayer's  contribution  is 
made  directly  by  the  anployer,  and  the  funds  thus  contributed  by  all 
employees  are  administered  on  a  group  basis.  Similarly,  DPSPs  or  a 
conbination  of  DPSPs  and  RRSPs  may  in  certain  conpanies  be  regarded  as 
an  alternative  to  pension  plans.  Although  many  non-tax  features  will 
ccme  into  play  in  determining  the  choice  of  plan,  the  provisions  of 
income  tax  legislation  witii  respect  to  the  three  plans  will  certainly  be 
a  major  factor  in  the  decision.  In  comparing  the  tax  treatment  of 
the  three  plans,  we  will  deal  in  turn  with  the  requirements  of  the 
legislation  relating  to  contributions,  the  management  of  the  resulting 
fund,   and  the  payment  of  benefits  frcm  the  plans. 

Contributions 

Tax  legislation  seems  to  start  fron  the  premise  that  the  registered 
pension  plan  is  the  basic  pension  vehicle,  with  RRSPs  and  DPSPs  repre- 
senting alternatives  or  supplementary  vehicles.  Contributions  to  RRSPs 
and  DPSPs  are  reduced  by  contributions  made  to  pension  plans.  Where  the 
taxpayer's  employer  makes  contributions  on  his  or  her  account  to  a 
pension  plan,  the  maximum  which  can  be  contributed  to  any  conbination  of 
the  three  plans  is  $7,000  per  year;  contributions  by  the  employer  to  a 
pension  plan  are  limited  to  $3,500;  contributions  to  a  DPSP  are  limited 
to  $3,500  less  any  contribution  made  by  the  employer  to  the  pension 
plan;  contributions  by  the  employee  to  a  pension  plan  are  limited  to 
$3,500  and  contributions  by  the  employee  to  an  RRSP  are  limited  to 
$3,500  less  any  amount  contributed  by  the  onployee  to  the  pension  plan. 
If  the  taxpayer  is  not  a  member  of  a  pension  plan,  the  maximum  which  can 
be  contributed  to  a  conbination  of  DPSPs  and  RRSPs  will  be  $9,000,  that 
is,  $5,500  by  the  employee  to  an  RRSP  and  $3,500  by  the  employer  to  a 
DPSP. 

It  should  be  noted  that  a  member  of  a  non-contributory  pension 
plan  may  contribute  up  to  $3,500,  whereas  a  member  of  a  contributory 
plan  deducts  the  amount  of  his  or  her  contributions.  Theoretically 
therefore,  both  members  may  obtain  the  same  pension  benefit  from  the 
pension  plan,  but  the  member  of  the  non-contributory  plan  has  a  greater 
opportunity  to  save  for  retirement.  In  the  case  of  pension  plans 
(except  money-purchase  plans)  there  is  also  the  possibility  that  the 
employer  or  anployee  or  both  can  make  a  contribution  to  the  plan  on 
account  of  past  service.  Where  the  onployee  is  entitled  to  make  such  a 
contribution,  the  naximum  amount  which  can  be  contributed  to  income 
deferral  plans  will  be  increased  by  $3,500  to  $10,500.  No  specific 
limit  is  placed  on  the  amount  which  can  be  contributed  by  an  employer  on 
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accxDunt  of  past  service.  However,  the  amount  in  question  niist  be  certi- 
fied by  an  actuary  as  being  required  to  fund  tiie  obligations  of  the  plan 
to  the  employee.  In  the  case  of  pension  plans,  no  restriction  is  placed 
on  the  maximum  contribution  in  terms  of  a  percentage  of  remuneration  as 
is  the  case  with  ly^Ps  and  DPSPs,  where  the  contribution  may  not  exceed 
20  per  cent  of  salary  or  wages   (DPSPs)   or  earned   income   (RRSPs). 

The  Canmission  does  not  recommend  any  change  in  the  maximum  con- 
tribution limits  for  pension  plans,  RRSPs,  or  DPSPs.  However,  it  sees 
no  reason  vhy  the  2U  per  cent  limitation  should  be  applied  to  RRSPs  and 
DPSPs,  particularly  since  no  past  service  contributions  can  be  made 
to  these  plans.  Furthermore,  since  saving  for  retirement  increases 
with  age  in  terms  of  the  desire  and  ability  to  save,  the  20  per  cent 
limitation  is  unrealistic.  If  the  20  per  cent  limitation  is  removed, 
the  inequity  of  being  unable  to  make  past  service  contributions  will  be 
alleviated.  The  Canmission  also  recommends  that  money-purchase  plans  be 
permitted  the  same  cpportunities  for  past  service  contributions  as  other 
registered  pension  plans. 

There  are  certain  differences  with  respect  to  the  timing  of  contri- 
butions to  the  various  plans.  Employee  contributions  to  pension  plans 
must  be  made  wiOiin  the  year,  whereas  contributions  to  RRSPs  may  be  made 
within  the  year  or  the  60  days  following  the  end  of  the  year.  Employer 
contributions  to  DPSPs  and  current  service  contributions  to  pension 
plans  may  be  made  within  120  days  following  the  end  of  the  year. 

RRSPs  have  one  significant  advantage  over  pensions  plans  and 
DPSPs,  in  that  contributions  to  an  RRSP  can  be  made  to  an  RRSP  of  the 
spouse  of  the  contributor.  In  this  way,  substantial  tax  savings  can  be 
realized  through  inccme  splitting.  For  example,  an  individual,  who  made 
sufficient  contributions  during  a  lifetime  to  create  an  RRSP  fund  that 
would  generate  a  life  annuity  of  $20,000  per  year  conmencing  at  age  65, 
would  be  taxed  on  the  entire  $20,000,  subject  of  course  to  the  relevant 
exemptions  and  deductions;  but  if  one-half  of  the  contributions  were 
made  to  a  spousal  RRSP,  the  $20,000  per  year  would  be  split  equally 
between  the  spouses  for  income  tax  purposes.  Given  the  effect  of 
progressive  tax  rates  and  the  fact  that  each  spouse  would  be  entitled  to 
claim  the  $1,000  pension  deduction,  the  tax  saving  at  1979  rates  would 
be  in  the  range  of  $1,000  per  year. 

The  Fund 

There  are  also  considerable  differences  in  the  regulatory  provi- 
sions relating  to  the  funds  created  under  RRSPs,  DPSPs,  and  pension 
plans,  such  as  investment  of  the  fund,  management  of  the  fund,  and 
access  of  the  beneficiary  to  the  assets  of  the  fund.  The  apparent  goals 
of  the  legislation  are  similar  in  the  case  of  all  three  plans: 

1.  To  ensure  that  the  fund  is  managed  oonpetently. 
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2.  lb  ensure   that  the  fund   is   invested  conservatively. 

3.  To  ensure  that  the  fund  is  used  to  provide  retirement  income 
rather  than  to  achieve  other  goals  of  the  beneficiary,  such  as 
tax  and  estate  planning  objectives. 

However,  the  relative  importance  assigned  to  tliese  goals  varies  accord- 
ing to  plan  type.  The  regulations  relating  to  pension  plans,  v/hile  not 
set  out  in  the  statute  itself,   are  clearly  the  most  stringent. 

Revenue  Canada  has  indicated  in  its  information  circular (62)  that  a 
pension  plan  must  be  designed  to  create  a  retirement  income  for  the 
employee  and  must  not  be  used  as  a  savings  vehicle.  This  principle  is 
strictly  observed  in  the  regulatory  provisions.  Employees  have  no 
access  to  amounts  standing  to  their  credit  in  a  pension  plan  prior  to 
retirement,  except  to  the  extent  that  amounts  may  be  paid  to  employees 
when  they  leave  the  service  of  the  employers  on  account  of  their  own 
contributions  to  the  plan  and  any  interest  thereon.  Amounts  vested  in 
employees  will  remain  "locked-in"  to  a  pension  plan  with  which  the 
employees  have  no  connection  in  the  event  of  a  change  of  onployers.  In 
the  case  of  DPSPs,  the  employees  have  no  right  to  require  payment  to 
them  of  amounts  from  the  fund  prior  to  retirement,  except  that  all 
amounts  vested  in  them  becane  payable  in  the  event  that  they  cease  to  be 
employed  by  the  contributing  employers.  Although  it  is  contemplated 
in  the  Income  Tax  Act  that  an  RRSP  fund  should  be  used  to  create  a 
retirement  income  conmencing  at  certain  specified  dates,  taxpayers  are 
free  to  withdraw  amounts  standing  to  their  credit  in  an  RRSP  at  any 
time,  subject  of  course  to  the  proviso  that  such  amounts  will  be  subject 
to  tax   in  the  year  of  witiidrav/al. 

In  addition  to  restrictions  on  the  accessibility  of  the  various 
funds  to  the  member,  in  the  case  of  pension  plans  and  DPSPs  there  is 
the  possibility  of  forfeitures  if  the  member  ceases  to  be  employed  by 
the  anployer  who  set  up  the  plan.  The  regulatory  provisions  under 
incane  tax  legislation  are  silent  on  the  question  of  vesting  of  pension 
benefits.  However,  under  pension  benefits  legislation,  to  the  extent 
that  anployer  contributions  are  not  vested  in  the  enployee,  they  may  be 
forfeited  on  termination  of  enployment.  Similarly,  a  DPSP  may  provide 
for  forfeiture  of  amounts  v\hich  are  not  vested  in  an  onployee  on  termi- 
nation of  employment;  but  rules  relating  to  vesting  are  set  out  in 
the  Income  Tax  Act.  In  the  case  of  RRSPs,  there  is  no  possibility  of 
forfeiture. 

The  rules  relating  to  all  three  types  of  plan  are  designed  to 
ensure  that  tlie  fund  is  segregated  fron  the  assets  of  the  contributor 
and  is  managed  in  a  canpetent  manner.  In  the  case  of  pension  plans  and 
DPSPs,  considerable  flexibility  is  provided  in  that  the  fund  may  be  held 
and  managed  by  three  individual  trustees.  However,  a  pension  plan 
funded  through  a  trust  must  have  a  designated  administrator,  who  may  be 
a  participating  corporate  employer.      An   RRSP   fund   must   be   held   by  a 
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financial  institution;  however,  it  is  pDssible  for  the  individual  annui- 
tant to  control  the  investment  of  the  Rl^SP  fund  under  a  self -managed 
plan.  In  addition,  the  annuitant  is  free  at  any  time  to  transfer  funds 
in  an  RRSP  to  a  new  plan  if  he  or  she  is  not  satisfied  with  the  return 
fron  the  existing  plan. 

Restrictions  are  placed  on  the  investments  which  may  be  made  by 
pension  plans,  DPSPs,  and  RRSPs.  The  restrictions  relating  to  DPSPs 
and  RP^Ps  which  are  set  out  in  the  Incoiie  Tax  Act  and  regulations,  are 
very  similar.  Except  where  a  pension  plan  is  registered  under  one  of 
the  pension  benefits  acts,  investments  must  conform  to  tlie  requirements 
of  ttie  federal  Pension  Benefits  Standards  Act  and  regulations.  As 
a  result,  in  order  to  qualify  as  an  investment  for  a  pension  plan, 
securities  of  a  corporation  may  have  to  meet  certain  criteria  (e.g., 
dividend  record)  which  are  not  required  for  RIRSP  and  DPSP  investments. 
In  the  case  of  all  three  plan  types,  the  fund  is  not  subject  to  tax 
on  its  income.  As  a  result,  certain  types  of  investments  are  more 
desirable  than  others.  For  example,  equities  will  tend  not  to  be  as 
desirable  an  investment  for  a  fund  because  the  favourable  tax  treatment 
accorded  capital  gains  and  dividends  are  of  no  benefit  to  a  tax-exempt 
fund.  A  budget  proposal,  defeated  at  the  end  of  1979,  would  have 
improved  the  tax  position  of  RRSPs  having  capital  gains.  However,  in 
pursuing  an  investment  strategy,  an  administrator  will  always  adopt  the 
approach  which  will  produce  the  highest  rate  of  return  regardless  of 
income  tax  treatment. 

Income  tax  legislation  is  designed  to  prevent  various  uses  of  the 
tax-sheltered  funds  for  taxpayers'  short-term  financial  benefit.  For 
example,  asset  transfers  between  the  funds  and  beneficiaries  must  take 
place  at  fair  market  value,  loans  to  the  holder  are  forbidden,  and 
benefits  payable  from  the  plans  are  not  assignable.  The  provisions 
relating  to  all  three  types  are  similar  in  their  general  outlines. 
A  significant  concession  exists  in  the  case  of  pension  plans,  where 
mortgage  loans  can  be  made  to  beneficiaries  provided  a  reasonable  rate 
of   interest  is  charged. 

Retirement  Benefits 

Retirement  benefits  fron  pension  plans  must  take  the  form  of  a  life 
annuity.  RRSPs  and  DPSPs  provide  considerably  more  flexibility  in  this 
regard.  A  beneficiary  under  a  DPSP  may  elect  on  retirement  to  receive 
amounts  payable  in  the  form  of  a  lump  sum,  equal  instalments  over  a 
period  of  up  to  10  years,  or  a  life  annuity  with  a  guaranteed  term  not 
in  excess  of  15  years.  The  range  of  options  available  on  retirement  to 
owners  of  RRSPs  is  even  broader.  The  owner  may  elect  to  take  a  life 
annuity  or  an  annuity  with  a  fixed  term  to  age  90,  or  to  contribute  the 
balance  in  the  fund  to  a  Registered  Retirement  Income  Fund.  The  owner 
of  an  RRSP  is  always  free  to  withdraw  funds  in  the  form  of  a  lump  sum. 
There  is  no  substantial  difference  in  requirements  relating  to  the  date 
a  retirement  incone  must  canmence  under  the  three  plans.  No  limits  are 
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placed  on  the  amount  of  retirement  incone  which  may  be  paid  from  RRSPs 
and  DPSPs,  vshereas  in  the  case  of  pension  plans  precise  limitations 
are  provided.  (63)  These  limitations,  which  have  not  kept  pace  with 
inflation,  often  oone  into  play  where  pensions  are  being  provided  for 
upper- inccme  taxpayers. 

Conclusion 

Although  it  is  difficult  to  rrake  generalizations  about  the  relative 
advantages  of  pension  plans,  DPSPs,  and  RE^Ps,  frcjn  a  tax  point  of  view 
it  is  clear  that  some  of  the  restrictive  features  of  pension  plans  make 
them  less  attractive  than  RRSPs  or  a  cai±iination  of  RRSPs  and  DPSPs,  at 
least  to  more  affluent  employees.  These  anployees  would  prefer  to  have 
the  employer's  contribution  to  a  pension  plan  paid  to  them  directly  to 
enable  them  to  make  an  RRSP  contribution,  to  have  it  paid  to  a  DPSP  or  a 
conbination  of  these  two  approaches .  The  negative  features  of  pension 
plans  vhich  give  rise  to  this  result  are: 

1.  In  most  cases,  larger  contributions  can  be  made  to  a  combi- 
nation of  DPSPs  and  RRSPs  than  to  pension  plans.  An  RRSP 
contribution  can  be  made  to  a  spousal  plan. 

2.  Unvested  employer  contributions  to  a  pension  plan,  and  in 
sane  cases  interest  on  onployee  contributions,  are  forfeited 
on  a  change  of  onployers.  Forfeitures  also  occur  in  DPSPs, 
but  Revenue  Canada  requires  vesting  that  is  somewhat  more 
favourable  to  younger  short-service  eriployees  than  is  required 
by  pension  plan  legislation:  five  years  after  allocation  or 
reallocation  of  the  profit  share,  as  opposed  to  age  4  5  and  10 
years'  service  for  pension  contributions. 

3.  Vested  employer  and  onployee  contributions  are  generally  locked 
in  to  a  pension  plan  with  which  the  onployee  no  longer  has  any 
connection  in  the  event  of  a  change  of  oiiployers. 

4.  RRSP  contributions  may  be  made  to  a  variety  of  separate  plans, 
and  transfers  of  funds  can  be  made  to  new  plans  as  investment 
conditions  change.  Generally,  the  individual  has  some  control 
over  investment  of  an  RRSP  fund. 

5.  The  anployee  may  control  the  timing  of  withdrawals  from  an  RRSP 
fund,  and  has  a  greater  choice  as  to  the  form  and  timing  of 
withdrawals  in  the  case  of  both  RRSPs  and  DPSPs. 

RRSPs  clearly  permit  greater  flexibility  and  individual  control 
than  pension  plans,  and  such  flexibility  is  more  acceptable  in  tax- 
sheltered  schemes  representing  individual  savings.  More  restrictions 
are  built  into  pensions  since  employers  contribute  substantial  funds  and 
pension  plans  differ  from  individual  savings  plans.  The  Commission 
supports  the  flexibility  of  RRSPs  to  encourage  individual  saving  for 
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retirement.  In  its  opinion,  the  restriction  limiting  the  maximum 
contribution  to  20  per  cent  of  earned  income  should  be  relaxed.  The 
maximum  contributions  should  be  dollar  amounts  only.  This  will  enable 
those  who  may  not  be  able  to  afford  to  make  contributions  to  RRSPs  in 
earlier  years  to  make  greater  contributions  in  later  years.  This  would 
benefit  lower-inccne  savers  and  provide  a  greater  savings  opportunity 
when  concern  for  retirement  is  greater.  To  some  extent  this  will  com- 
pensate tlTOse  relying  on  KI^Ps  for  retirement  income  for  the  inability 
to  make  back  contributions  canparable  to  the  past  service  options  for 
pension  plan  numbers. 

The  question  arises  to  what  extent  retirement  income  arrangements 
should  receive  parallel  tax  treatment.  At  the  present  time,  pension 
plans,  RRSPs  and  DPSPs  serve  different  purposes,  and  RRSPs  operate  in  a 
distinctly  different  way,  although  all  provide  income  in  retirement. 
There  is  no  need  to  have  identical  tax  treatment  if  we  assume  that 
pension  plans  and  savings  plans  may  be  legitimately  distinguished.  If, 
however,  pensions  assume  all  the  attributes  of  deferred  wages  so  that 
employer  contributions  are  identified  as  the  employee's  earnings,  an 
argument  may  more  plausibly  be  made  (and  pressures  will  be  exerted)  to 
have  the  flexibility  of  savings  plans  applied  to  pension  monies.  Fur- 
thermore, if  the  mandatory  plan  recaninended  by  the  Conmission  is  enacted 
and  has  matured,  the  original  reasons  for  the  rigidity  of  pension  plans 
will  not  apply.  For  example,  options  other  than  the  life  annuity  may  be 
permitted  at  retirement,  since  government  programs  and  PURS  will  ensure 
a  sufficient  income  without  a  need  for  income  supplements.  For  the 
present,  however,  no  movement  to  parallelism  is  recomraended ,  and  the 
restrictions  applying  to  pension  plans  should  be  maintained,  except  to 
accord  with  the  Connmiss ion's  other  reccinmendations. 

It  is  desirable,  however,  that  similar  tax-sheltered  vehicles 
receive  similar  treatment.  Tax  advantages  should  not  favour  one  design 
of  pension  plan  over  another.  For  example,  deductions  by  employer  and 
employee  for  past  service  contributions  should  be  permitted  in  money- 
purchase  plans. 

As  discussed  in  Chapter  8,  a  major  drawback  in  pension  plans  is  the 
lack  of  vehicles  to  afford  a  measure  of  portability.  The  Commission's 
recommended  rights  on  tennination  of  enployment  are  essential  if  today's 
mobile  workers  are  to  obtain  any  benefit  from  pension  plan  membership. 
The  Commission  has  recc«nriiended  that  upon  termination,  an  employee  in  a 
contributory  plan  may  elect  to  transfer  one-half  the  accrued  pension 
benefit  to  a  PURS  account,  if  the  mandatory  plan  is  adopted;  to  a  spe- 
cial locked-in  vehicle  similar  to  an  RRSP;  or  to  a  new  plan  if  permitted 
by  the  subsequent  employer.  If  the  proposed  mandatory  plan  is  not 
implemented,  it  is  still  essential  that  the  same  rights  be  extended  to 
terminating  enployees  -  through  the  creation  of  a  special  locked-in 
vehicle  for  receiving  and  investing  monies  transferred  from  pension 
plans.  It  follows  that  both  the  transfer  process  and  operation  of  the 
new  investment  vehicle  must  be  given  favourable    income    tax    treatment; 
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that  is,  transfers  should  not  attract  tax,  and  investment  earnings 
should  be  permitted  to  accumulate  on  a  tax-free  basis.  Benefit  pay- 
ments, as  in  all  tax-deferral  arrangements,  would  be  brought  into  the 
incane  of  beneficiaries  when  received. 


TAXATION  OF   RETIREMENT   INCOME 

Benefits  from  pension  plans,  RRSPs,  and  DPSPs  are  generally  taxable 
to  the  recipient  as  ordinary  income.  This  is  true  of  most  forms  of 
retirement  income.  Payments  under  the  Canada  Pension  Plan  and  Old 
Age  Security  pensions  are  subject  to  tax,  as  are  retiring  allowances 
and  death  benefits.  (64)  However,  for  various  public  policy  reasons, 
exceptions  to  this  rule  have  developed: 

1.  The  guaranteed  incane  supplement  (GIS)  is  not  subject  to  tax, 
although  it  is  unlikely  that  anyone  qualifying  for  this  benefit 
would  have  a  sufficiently  high  incane  to  be  subject  to  tax  in 
any  event. (65) 

2.  Altliough  death  tenefits  are  taxable,  the  term  is  defined  in 
such  a  way  as  to  exclude  the  lesser  of  $10,000  or  the  employ- 
ee's remuneration  for  tlie  last  year  of  employment.  (66)  Presum- 
ably this  provision  was  originally  designed  to  give  recognition 
to  the  v\eak  financial  position  in  which  dependents  are  likely 
to  find  themselves  after  the  death  of  a  provider.  Following 
this  line  of  reasoning,  one  would  assume  that  all  death  bene- 
fits should  qualify  under  the  exempting  provision.  However, 
the  exempting  provision  applies  only  to  amounts  received  upon 
the  death  of  an  enployee  in  recognition  of  his  or  her  service; 
this  formulation  excludes  death  benefits  payable  under  the 
Canada  Pension  Plan. 

3.  Payments  under  workmen's  Compensation  legislation  are  also 
exem.pt  fron  tax.  One  reason  for  this  exemption  may  be  that 
disabled  persons  are  less  likely  to  be  in  a  position  to  pay  tax 
than  healthy  persons.  (67)  However,  once  again,  this  principle 
is  not  observed  throughout  the  incane  tax  legislation.  Peri- 
odic payments  under  a  sickness  or  accident  insurance  plan,  a 
disability  insurance  plan,  or  an  incane  maintenance  insurance 
plan  are  subject  to  tax  except  vhen  the  taxpayer  has  paid  the 
premiums. (68) 

4.  Courts  have  held  that  amounts  paid  to  an  employee  upon  termi- 
nation of  employment  are  not  subject  to  tax  to  the  extent  that 
they  constitute  "damages  for  wrongful  dismissal. "(69)  Although 
the  reasons  given  have  not  been  entirely  consistent,  tlie  courts 
as  a  general  rule  have  distinguished  between  payments  made  in 
lieu  of  notice,  v\*iich  are  taxable,  and  damages  for  wrongful 
dismissal,  which  are   not   taxable.      In   the   federal   budget  of 
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November  16,  1978,(70)  it  was  proposed  that  the  Income  Tax  Act 
be  amended  to  provide  that  payments  made  on  termination  of 
employment  be  included  in  income  to  tlie  extent  that  they  do  not 
exceed  50  per  cent  of  the  employee's  total  remuneration  for  the 
12-month  period  prior  to  the  date  of  termination.  It  is  likely 
that  the  tax  department  will  concede  that  any  excess  over  this 
amount  is  tax-free.  Presumably  the  rationale  here  is  that 
payments  for  14J  to  six  months'  salary  are  simply  compensation 
for  income  tlie  employee  loses  while  searching  for  another  job, 
whereas  amounts  in  excess  of  six  months'  salary  are  likely 
to  represent  compensation  for  permanent  damage  done  to  the 
employee's  career,  and  as  such  should  not  be  subject  to  tax. 
Legislation  implementing  the  proposed  change  was  passed  in  the 
fall  of  1979.(71) 

The  following  forms  of  tax  relief  are  provided  to  taxpayers  receiv- 
ing pension  income: 

1.  A  deduction  may  be  claimed  for  up  to  $1,000  of  pension  income 
received  each  year. (72)  The  forms  of  pension  income  which 
qualify  for  the  deduction  vary  depending  on  the  age  of  the 
taxpayer.  For  taxpayers  under  65,  with  one  exception,  only 
payments  fron  a  pension  plan  qualify  for  the  $1,000  deduction. 
The  deduction  is  available  in  the  case  of  other  forms  of  an- 
nuity incone  received  by  a  taxpayer  under  the  age  of  65  as  a 
result  of  the  death  of  the  taxpayer's  spouse.  In  the  case  of 
taxpayers  over  65,  annuities  under  RRSPs,  payments  out  of 
Registered  Retirement  Income  Funds,  annuity  payments  under 
DPSPs,  annual  instalments  under  DPSPs,  and  the  taxable  element 
of  ordinary  annuities  qualify  for  the  $1,000  deduction. 
The  $1,000  deduction  cannot  be  claimed  on  account  of  Old  Age 
Security  pensions,  Canada  Pension  Plan  payments,  retiring 
allowances,  or  death  benefits.  In  the  case  of  ordinary  an- 
nuities, a  taxpayer  over  the  age  of  65  may  choose  to  treat 
the  taxable  element  of  the  annuity  as  pension  income  for  the 
purposes  of  the  $1,000  pension  deduction  or  as  interest  income 
for  the  purposes  of  the  $1,000  interest  deduction. 

2.  A  taxpayer  who  attains  age  65  before  the  end  of  a  taxation  year 
is  entitled  to  claim  a  special  exemption,  conmonly  known  as  the 
the  age  exemption. (73 )  Like  the  other  personal  exemption 
claims,  this  exemption  is  indexed  to  the  cost  of  living;  a 
deduction  of  $1,660  can  be  claimed  in  1979.  To  the  extent 
that  the  taxpayer  does  not  require  the  deduction  to  reduce 
taxable  incone  to  nil,  the  portion  of  the  deduction  that  is  not 
required  to  reduce  the  taxpayer's  taxable  income  to  nil  may  be 
transferred  to  the  taxpayer's  spouse. 

3.  As  indicated  in  the  discussion  of  pension  plans,  a  deduction 
may  be  claimed   for  amounts  included    in    income    from  a  pension 
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plan  v^^ere  the  amounts  in  question  are  contributed  within  the 
year  or  witliin  60  days  of  the  end  of  the  year  to  another  pen- 
sion plan,  an  RRSP(74),  or,  within  certain  limits,  a  DPSP.(75) 
Similar  relief  is  available  in  respect  of  amounts  received 
fron  a  DPSP(76)  otlier  than  amounts  received  by  way  of  a  life 
annuity.  In  the  case  of  RRSPs,  a  deduction  may  be  claimed 
for  am,ounts  contributed  to  an  RRSP  on  account  of  a  refund 
of  premiums  received  by  the  spouse  of  the  annuitant.  ( 77 )  A 
deduction  is  also  available  for  amounts  contributed  to  an  RRSP 
or  pension  plan  from  Canada  Pension  Plan  payments.  Old  Age 
Security  Act  payments,  and  retiring  allowances  received  by  the 
taxpayer. (78) 

Forward  averaging  through  the  purchase  of  an  income-averaging 
annuity  is  available  in  the  case  of  the  following  amounts 
received  by  a  taxpayer: (79) 

a)  A  single  payment  frcm  a  pension  plan  made  upon  the  death, 
withdrawal  or  retirement  frcm  onployment  of  an  employee  or 
former  employee,  upon  the  winding  up  of  the  fund  or  plan, 
or  upon  the  amendment  of  the  plan. 

b)  An  amount  received  by  an  employee  upon  retirement  in  rec- 
ognition of  long  service  other  than  an  amount  paid  from  a 
pension  plan. 

c)  An  amount  paid  pursuant  to  a  DPSP  upon  the  death,  with- 
drawal or  retirement  from  employment  of  an  employee  or 
former  employee,  to  the  extent  that  the  amount  is  required 
to  be  included   in  the  recipient's  incone  for  that  year. 

d)  An  amount  paid  to  an  employee  or  former  employee  upon  or 
after  retirement  in  respect  of  loss  of  office  or  enployment 
where  the  payment  is  made  in  the  year  of  retirement  or 
within  one  year  after  that  year. 

e)  An  amount  paid  to  an  individual  as  a  death  benefit,  where 
the  amount  in  question  is  paid  in  the  year  of  death  or 
within  one  year  after  that  year. 

g)  Any  amount  included  in  conputing  an  individual's  income  on 
account  of  a  refund  of  premiums  under  an  RRSP  upon  the 
death  of  an  annuitant. 

h)  Amounts  received  upon  termination  of  employment  to  the 
extent  that  they  are  required  to  be  included  in  the  income 
of  the  recipient. 

A  taxpayer  receiving  these  forms  of  income  can  claim  as  a 
deduction   the   amount   used   to  purchase   an   income-averaging 
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annuity.  Payments  received  under  the  annuity  are  then  taxable 
in  the  year  of  receipt.  In  this  manner,  the  taxpayer  defers 
the  payment  of  tax  on  the  income  in  question  and  spreads  the 
taxation  of  the  income  out  over  a  number  of  years.  Given  the 
progressive  rate  structure  of  the  income  tax  system,  this 
effect  will  be  beneficial  where  substantial  amounts  of  income 
are  involved.  It  is  not  possible  to  avoid  tax  on  the  entire 
amount  of  the  income  which  qualifies  for  the  purchase  of  an 
income- averaging  annuity.  An  amount  equal  to  one  year's  payment 
under  the  income-averaging  annuity  contract  must  be  included 
in  the  taxpayer's  income  in  the  year  he  or  she  receives  the 
inccane. 

5.  Retired  taxpayers  qualify  for  various  provincial  tax  credits, 
as  discussed  in  Volume  I,  Chapter  5.  For  example,  in  Ontario, 
a  pensioner  tax  credit  of  up  to  $110  was  available  in  1979. 
The  pensioner  tax  credit  was  available  to  taxpayers  who  v«re  65 
years  of  age  or  older  and  resident  in  Ontario  on  December  31  of 
the  year  in  question.  In  the  case  of  married  couples,  both  of 
whom  are  over  65  and  living  in  the  same  principal  residence, 
the  credit  could  be  claimed  only  by  the  spouse  with  the  higher 
taxable  income.  If  neither  spouse  had  any  taxable  income,  the 
credit  had  to  be  claimed  by  the  spouse  who  was  claiming  the 
Ontario  Property  Tax  Credit.  The  various  Ontario  tax  credits 
were  reduced  by  an  amount  equal  to  2  per  cent  of  the  taxpayer's 
taxable  income.  (These  credits  vere  replaced  for  pensioners  in 
1980  by  a  universal  system  of  payments  to  those  65  and  over). 

As  we  indicated  in  our  discussion  of  pension  plans,  RRSPs  and 
DPSPs,  contributions  to  these  plans  within  the  limits  set  out  in  the 
Income  Tax  Act  are  deductible.  The  same  approach  has  also  been  applied 
in  the  case  of  contributions  to  the  Canada  Pension  Plan. (80)  The 
principle  appears  to  be  accepted  in  our  tax  law  that  an  individual 
should  only  be  taxed  on  the  portion  of  income  which  he  or  she  sets 
aside  for  retirement  when  the  individual  actually  receives  that  income, 
at  least  within  the  limits  set  out  in  the  legislation.  It  has  been 
suggested  by  some  that  the  deduction  allowed  for  Canada  Pension  Plan 
benefits  is  unfair  since  it  benefits  upper- income  taxpayers  more  than 
lower-income  taxpayers.  Although,  that  appears  to  be  the  case,  it  is 
only  true  because  upper-incane  taxpayers  pay  tax  at  higher  rates.  The 
same  argument  could  be  made  with  respect  to  all  deductions. 

Single  and  Married  Taxpayers 

Although  there  is  no  bias  in  the  income  tax  system  in  favour  of 
married  as  opposed  to  single  taxpayers,  it  is  clear  that  the  system  is 
designed  with  the  traditional  Canadian  family  in  mind.  Significant 
relief  is  provided  to  households  with  one  major  breadwinner  supporting 
dependents. 
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The  most  important  relief  available  to  married  taxpayers  is  the 
married  status  exemption.  In  addition,  married  taxpayers  are  entitled 
to  claim  certain  exemptions  to  which  their  spouses  are  entitled  but  do 
not  require  to  reduce  their  taxable  incomes  to  nil.  (81)  The  Ontario 
Tax  Credit  was  often  larger  in  the  case  of  married  taxpayers  in  that 
one  element  of  the  credit  was  a  factor  equal  to  one  per  cent  of  the 
taxpayer's  total  personal  exemption  claims,  which  would  have  been  larger 
in  the  case  of  a  married  taxpayer  supporting  a  spouse.  In  addition,  the 
Ontario  Tax  Credit  was  reduced  by  two  per  cent  of  taxable  income,  which 
was  likely  to  be  lower  in  the  case  of  a  taxpayer  entitled  to  the  married 
status  exemption. 

When  married  taxpayers  reach  retirement  age,  the  tax  relief  availa- 
ble to  them  becanes  even  more  significant.  The  age  exemption  and  the 
$1,000  pension  deduction,  v^ich  are  available  to  taxpayers  65  and  over, 
are  among  the  exemptions  which  can  be  transferred  from  one  spouse  to 
another  where  the  transferor  spouse  does  not  require  the  exemption  to 
reduce  his  or  her  taxable  incane  to  nil.  When  taxpayers  reach  age  65, 
they  begin  to  derive  the  benefits  of  income-splitting  arising  from 
contributions  having  been  made  by  them  to  their  spouse's  RRSPs.  Where  a 
significant  portion  of  the  couple's  retirement  incone  is  derived  from  an 
RRSP,  the  tax  savings  vvhich  result  fron  this  form  of  income-splitting 
may  be  very  substantial. 

A  brief  comparison  of  the  tax  position  of  a  retired  single  taxpayer 
and  a  retired  couple  will  illustrate  the  tax  relief  available  to  the 
married  couple.  Assume  that  two  female  taxpayers  aged  66,  one  married 
and  one  single,  each  have  a  net  incone  of  $10,000  in  1979,  exclusive  of 
the  Old  Age  Pension.  Assume  further  that  the  husband  of  the  married 
taxpayer  is  also  66  and  has  no  incone  other  than  the  Old  Age  Pension. 
Assume  further  that  the  Old  Age  Pension  is  $2,100  in  1979.  Each  taxpayer 
will  be  entitled  to  the  personal  exemption  claim  of  $2,650,  the  age 
exenption  of  $1,660,  the  $1,000  pension  deduction,  and  the  $100  standard 
medical-charitable  deduction.  In  addition,  the  married  taxpayer  will  be 
entitled  to  claim  her  spouse's  age  exemption  of  $1,660  because  he  will 
not  require  it  to  reduce  his  taxable  incone  to  nil,  and  she  will  be  able 
to  claim  approximately  $660  on  account  of  the  married  status  exemption, 
as  reduced  by  his  income  of  $2,100  from  the  Old  Age  Pension.  The 
spouse  will  receive  the  Old  Age  Pension  free  of  tax  by  virtue  of  his  own 
individual  personal  exemption.  The  married  couple  is  likely  to  pay  some 
$600  less  tax  than  the  single  individual. 

Many  retired  taxpayers  vtio  have  very  little  income  in  addition  to 
government  pension  plans  will  pay  no  tax  at  all  and  the  tax  system  will 
obviously  be  neutral  as  between  married  and  single  taxpayers  in  this 
position.  In  these  circumstances,  the  relative  financial  position 
of  single  and  married  taxpayers  will  depend  entirely  on  the  level  of 
payments  made  by  the  various  government  bodies. 
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Protection  Against  Inflation 

The  indexing  of  personal  exemption  claims  and  rate  brackets  to  the 
Consumer  Price  Index  began  with  the  1974  taxation  year.  The  effect  of 
indexing  personal  exanption  claims  is  to  limit  the  expansion  of  taxable 
incomes  which  would  otherwise  occur  as  incomes  rise  in  response  to 
inflation.  The  indexing  of  rate  brackets  prevents  taxpayers  from  being 
pushed   into  higher  brackets  as  their  incomes  increase  with  inflation. 

The  effect  of  indexing  has  been  dramatic.  The  basic  personal 
exenption  increased  frcm  $1,600  in  1973  to  $2,650  in  1979;  the  married 
status  exemption  from  $1,400  to  $2,320;  and  the  age  exemption  from 
$1,000  to  $1,660.  In  1979,  a  oanbined  Federal  and  Ontario  tax  rate  of 
36  per  cent  began  to  apply  when  taxable  income  reached  $14,922.  In 
1973,  approximately  the  same  rate  of  tax  began  to  apply  v^en  taxable 
income  reached  $9,000.  A  rate  of  tax  in  excess  of  50  per  cent  began  to 
apply  at  a  taxable  incone  level  of  $24,000  in  1973,  whereas  in  1979  this 
level  of  tax  began  to  apply  when  taxable  income  reached  $39,792.  The 
highest  conbined  Federal-Ontario  rate  of  tax  (61.92  per  cent  in  1979) 
applied  in  1979  when  taxable  income  reached  $99,480.  In  1973,  the  top 
rate  began  to  apply  when  taxable  income  reached  $60,000. 

In  the  case  of  retired  taxpayers  whose  incomes  generally  do  not 
increase  in  response  to  inflation,  indexing  has  a  somewhat  different 
effect.  Their  taxable  incomes  decline  as  personal  exemption  claims 
increase,  and  their  taxable  incomes  are  subjected  to  progressively  lower 
rates  of  tax  each  year  as  rate  brackets  rise. 

A  retired  taxpayer  over  the  age  of  65  with  a  taxable  income  of 
$10,000  in  1973,  whose  spouse  was  also  over  65  and  had  no  income  other 
than  the  Old  Age  Pension,  would  find  in  1979  that  the  indexing  of  per- 
sonal exemption  claims  had  reduced  taxable  income  by  at  least  $2,370. 
(82)  In  1973,  the  last  dollar  of  income  would  have  been  subject  to  tax 
at  a  conbined  Federal-Ontario  rate  of  tax  of  approximately  35  per  cent, 
whereas  in  1979  the  rate  would  be  approximately  27  per  cent. 

Although  the  effect  of  indexing  has  been  significant  in  restraining 
the  increase  in  taxable  inccjne  and  the  rates  of  tax  to  which  such  income 
would  otherwise  be  subject,  many  of  the  deductions  provided  for  in  the 
Incone  Tax  Act  are  not  subject  to  indexing.  This  is  particularly  true 
in  the  pension  area.  Although  the  age  exemption  is  indexed,  the  $1,000 
deduction  for  pension  incone,  which  was  introduced  in  ttie  1975  taxation 
year,  is  not.  The  same  is  true  of  the  maximum  limits  for  contributions 
to  pension  plans,  RRSPs,  and  DPSPs.  There  has  been  no  change  in  the 
amount  of  the  $1,000  pension  deduction  since  its  inception.  In  the  case 
of  the  limits  for  contributions  to  pension  plans,  RRSPs,  and  DPSPs,  the 
government  has  taken  the  approach  of  increasing  the  maximum  from  time  to 
time  to  take  into  account  the  effects  of  inflation.  The  latest  such 
increase  took  place  in  1976  when  the  maximum  deduction  which  could 
be  claimed  annually  was    increased    from  $2,500   to  $3,500   in   the   case 
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of  contributions  to  DPSPs  and  pension  plans,  and  to  RRSPs  where  the 
contributor  is  a  member  of  a  pension  plan.  At  the  same  time,  the  level 
was  increased  from  $4,000  to  $5,500  in  the  case  of  contributions  to 
RPSPs  where  the  contributor  is  not  a  member  of  a  pension  plan.  If  the 
same  policy  continues,  one  would  expect  the  $1,000  pension  deduction 
and  the  maximum  deduction  which  may  be  claimed  for  contributions  to 
the  various  plans  to  be  increased  in  the  future.  If  indexing  had 
been  applicable  to  the  pension  deduction,  it  would  have  increased  to 
$1,410  in  1979.  Contribution  limits  applicable  to  various  plans,  if 
indexed  since  they  v^re  last  changed  in  1976,  would  have  increased  by 
1979  to  approximately  $4,440  for  contributors  (including  DPS?  and  RRSP 
contributors)  who  are  pension  plan  members,  and  to  about  $6,970  for  all 
other  RFISP  contributors. 

At  the  administrative  level  the  Tax  Department  has  devised  a 
formula  restricting  the  maximum  benefits  which  may  be  provided  under  a 
pension  plan. (83)  This  formula  was  introduced  in  1964  and  revised 
upward  in  1976.  The  upward  revision  did  not  conpensate  for  the  rate  of 
inflation  during  the  period.  Presumably  this  formula  might  also  be 
indexed. 

Although  private  sector  employers  for  the  most  part  have  not 
taken  formal  steps  to  index  pension  benefits  to  increases  in  the  cost 
of  living,  some  employers  have  taken  steps  on  an  "ad  hoc"  basis  to 
increase  pensions  for  retired  enployees  to  compensate  for  the  effects  of 
inflation.  In  some  cases,  increases  are  made  within  the  framework 
of  a  registered  pension  plan.  In  that  case  the  employer  obtains  the 
approval  of  Revenue  Canada  for  the  amendment.  In  other  cases,  onployers 
have  made  payments  directly  to  retired  employees.  Revenue  Canada  in 
Information  Circular  No.  72-13 (R6)  has  indicated  that  a  pension  plan  may 
provide  for  supplementary  pension  benefits  in  recognition  of  increases 
in  the  cost  of  living,  provided  that  these  benefits  do  not  become  pay- 
able before  the  later  of  the  date  on  which  the  employee  attains  age  60 
and  the  date  of  retirement  or  termination  of  employment.  Any  such 
supplementary  fcienefits  must  be  warranted  by  increases  in  the  Consumer 
Price  Index.  For  enployers  unwilling  to  make  long-term  commitments  to 
provide  indexed  pension  benefits.  Revenue  Canada  is  prepared  to  permit 
amendments  on  an  annual  basis  to  provide  for  inflationary  increases. 
For  a  variety  of  reasons,  not  least  of  which  is  the  administrative 
burden  involved,  some  employers  have  cpted  not  to  make  annual  amendments 
to  the  pension  plan,  but  rather  to  make  payments  directly  to  retired 
employees  to  conpensate  them  for  the  effects  of  inflation.  In  these 
circumstances,  the  question  has  arisen  viiether  these  voluntary  payments 
to  retired  employees  are  deductible  by  the  employer  for  income  tax 
purposes.  It  could  be  argued  that  no  deduction  is  available  because  the 
expense  in  question  is  not  incurred  for  the  purpose  of  gaining  or  pro- 
ducing incoTie  frcxn  a  business.  A  substantial  argument  can  be  made  that 
the  expenditure  is  a  legitimate  business  expenditure  because  the  morale 
of  current  employees  is  likely  to  be  adversely  affected  if  pensions  to 
retired   employees   are    inadequate.      In   any   event.    Revenue   Canada    is 
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unlikely  to  deny  a  deduction  in  these  circumstances.  Wliere  tiie  jjayments 
are  clearly  voluntary  and  cannot  be  classified  as  a  retiring  allowance, 
they  would  ^pear  to  be  tax-free  to  the  recipient. 

Conclusion 

In  the  Commission's  opinion,  it  is  essential  that  the  federal  and 
provincial  governments  co-ordinate  their  policies  affecting  retirement 
income  in  order  to  achieve  common  goals.  In  particular,  income  tax 
policy  should  work  in  concert  with  provincial  policy  for  retirement 
income.  In  arriving  at  its  majority  recommendation  for  using  income  tax 
credits  to  achieve  a  neasure  of  inflation  protection,  the  Commission 
has  noted  some  areas  where  changes  in  the  income  tax  system  should  be 
considered. 

The  artificial  demarcation  at  age  65,  which  creates  two  mutually 
exclusive  categories  -  old  and  young  -  should  be  discarded.  Or  if  any 
demarcation  is  made,  it  should  be  the  time  of  actual  retirement,  above 
a  minimum  age  such  as  age  60.  The  only  basis  for  retaining  an  age 
exenption  at  all  is  an  acceptance  by  society  of  enforced  retirement  at 
age  65  and  presumably  a  reduced  incane  by  virtue  of  loss  of  the  right  to 
work.  Since  retirement  can  be  at  any  age,  a  specified  minimum  age 
would  be  necessary  to  protect  the  income  tax  system  and  CIS  against 
claims  by  those  who  chose  to  retire  early  on  inadequate  resources. 
The  difficulties  inherent  in  applying  a  retirement  test  have  already 
been  noted;  therefore  the  Conmission  would  prefer  to  see  the  complete 
abolition  of  age  exemptions  and  instead  exemptions  or  deductions  based 
on  need. 

If  v\e  consider  the  effect  of  the  age  exemption,  v/e  find  that  incane 
tax  is  imposed  on  all  income  defined  under  the  act  on  a  progressive 
basis  until  age  65.  Thus  the  age  exemption  comes  into  play  to  reduce 
the  tax  payable  regardless  of  need.  For  example,  in  1978  the  single 
person  in  Ontario  age  64  would  pay  $516.50  more  tax  than  the  single 
person  age  65  having  the  same  income  ($8,360.00).  A  married  couple  in 
Ontario,  both  of  whom  are  under  65,  would  pay  $922.40  more  tax  than 
a  married  couple,  both  age  65  and  having  the  same  income  ($12,410). 
In  the  Ccsnmiss ion's  opinion,  such  benefits  are  not  needed  and  constitute 
an  unnecessary  subsidy.  The  Commission  supports  the  principle  of 
increasing  the  basic  personal  exemption  in  line  with  inflation,  since 
this  is  applicable  for  all  taxpayers  and  reflects  the  need  to  curb  the 
position  of  the  government  as  a  winner  from  inflation  v>^en  taxes  are 
levied  on  nominal  increases  in  money.  The  age  exemption,  however,  is 
also  indexed  to  inflation  and  affords  a  protection  regardless  of  need. 
The  inflation  tax  credit  proposed  by  a  majority  of  tl\e  Commission  would 
operate  to  assist  those  \^ho  need  it  and  would  satisfy  that  aspect  of  the 
age  exemption. 
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The  present  deduction  for  pension  incane  up  to  $1,000  should  also 
be  discarded.  It  is  inequitable  in  that  it  benefits  those  who  have 
arranged  their  affairs  in  such  a  way  to  have  such  pension  income.  Only 
about  50  per  cent  of  the  work-force  has  access  to  employment  pension 
plans.  Few  taxpayers  vrould  have  had  the  tax-paid  dollars  to  purchase 
annuities  prior  to  the  advent  of  the  RRSP.  Even  with  an  annuity  fron  an 
RRSP,  we  find  the  anomalous  situation  that  pension  income  is  eligible 
for  the  pension  deduction  at  any  age,  while  income  from  an  annuity 
purchased  fron  an  BBSP  is  not  eligible  for  deduction  while  the  taxpayer 
is  under  65.  The  Commission  endorses  the  principle  of  deduction  for 
need  and  not  because  of  the  special  status  of  either  taxpayer  or  income. 
In  our  cpinion  the  pension  incane  deduction  should  be  replaced  by  tax 
relief  geared  to  need.  The  Ontario  Tax  Credit  system,  which  operated 
to  reduce  the  net  credit  as  net  income  increases,  was  one  method  of 
achieving  this  goal. 

The  Commission  also  recommends  as  a  general  principle  that  all 
types  of  incane  be  included  for  determining  the  need  which  society, 
through  its  various  government  programs,  undertakes  to  satisfy.  We 
would  therefore  include  the  following  as  income  for  eligibility  meas- 
urement for  the  CIS  and  any  inflation  tax  credit  or  other  inflation 
protection:  workmen's  conpensation  pensions;  war  veterans'  pensions  and 
allowances,  including  widow's  benefits;  foreign  pensions;  and  any  allow- 
ances out  of  \Ntiich  basic  needs  can  be  satisfied,  other  than  payments 
having  the  nature  of  capital. 

It  is  not  necessary  in  our  view  that  these  items  also  be  included 
as  incane  for  tax  purposes,  since  that  might  be  unacceptable  for  tradi- 
tional taxation  reasons.  There  is  no  need  to  insist  on  consistency. 
The  inclusion  of  these  items  is  for  eligibility  purposes  and  would  also 
serve  to  provide  the  Ontario  government  with  more  accurate  information 
on  actual  income  received  by  those  65  and  over  for  policy-making  pur- 
poses. However,  we  incline  to  the  view  that  all  incane,  including  CIS, 
should  be  subject  to  income  tax  so  that  various  exclusions  working 
together  will  not  provide  a  free  ride  for  some  and  tax  to  be  paid  for 
others.  A  special  deduction  for  GIS  payments  where  net  income  does 
not  exceed  a  designated  amount  could  be  used  to  prevent  those  at  low 
levels  of  incane  fron  being  taxed  v\iien  GIS  is  included  in  incane  for  tax 
purposes. 

The  Commission  appreciates  the  canplexity  of  the  incane  tax  system 
and  the  constant  demands  made  for  change  to  acconmodate  special  inter- 
ests. However,  since  the  system  is  already  being  used  for  social  policy 
implementation,  it  is  important  that  retirement  income  goals  are  not 
inadvertently  defeated  by  the  system.  The  Commission  therefore  wishes 
to  draw  attention  through  its  reconmendations  to  areas  v*iere  retirement 
incane  goals  are  being  affected  and  v^iere  consideration  should  be  given 
to  more  equitable  principles  in  the  use  of  the  system. 
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ROLE  OF  TAX  LiiGISLATION 

Inccme  tax  legislation  provides  various  forms  of  tax  relief  with 
respect  to  the  creation  of  a  retirement  fund  and  the  taxation  of  pension 
incoiie.  Contributions  to  pension,  RRSP  and  DPSP  funds  (within  the 
limits  set  in  the  Income  Tax  Act)  and  contributions  to  the  Canada  Pen- 
sion Plan  are  deductible  for  tax  purposes.  In  effect,  this  defers  the 
taxation  of  that  portion  of  a  taxpayer's  income  which  is  contributed  to 
such  a  fund  until  tlie  date  of  retirement.  In  addition,  income  from  the 
various  funds  is  not  subject  to  tax.  This  permits  a  much  more  rapid 
accumulation  than  wDuld  occur  if  the  funds  in  question  were  retained  by 
the  individual  and  the  income  from  them  taxed  in  his  or  her  hands. 
Finally,  tax  relief  is  provided  to  retired  taxpayers  in  the  form  of  the 
$1,000  pension  deduction  and  the  age  exemption. 

The  main  goal  of  provisions  creating  a  deduction  for  contributions 
to  the  various  funds  and  providing  for  tlie  sheltering  of  the  income  of 
tlie  funds  is  clearly  to  assist  taxpayers  to  create  a  fund  to  finance 
their  retirement  incone.  In  the  case  of  the  registered  pension  plan. 
Revenue  Canada  has  indicated  that  "its  primary  purpose  must  be  to 
provide  pensions  in  the  form  of  life  annuities.  It  must  not  be  a  scherae 
for  diversion  of  profits  or  an  onployee's  savings  fund  witli  tlie  right  of 
withdrawal  during  coverage ."( 84 )  Certain  provisions  in  the  legislation 
relating  to  pension  plans,  RRSPs  and  DPSPs  are  designed  to  prevent  the 
use  of  these  plans  by  taxpayers  or  employers  to  achieve  other  aims. 

Non-Pension  Uses  of  Tax  Deferral  Plans 

For  the  most  part,  pension  plans,  RRSPs  and  DPSPs  have  been  used 
to  achieve  their  main  purpose  -  the  creation  of  a  fund  to  finance  a 
retirement  incone.  However,  the  following  examples  show  other  uses 
which  have  been  made  of  these  plans: 

1.  Tax  deferral:  Taxpayers  with  substantial  assets,  v^o  really  do 
not  require  a  separate  fund  to  finance  their  retirement  income, 
have  used  RP?SPs  to  defer  the  payment  of  tax  on  a  portion  of 
their  incone.  Presumably,  the  government  does  not  object  to 
this  use  of  RRSPs  since  it  tends  to  achieve  a  secondary  goal  of 
the  legislation,    the  stimulation  of  savings. 

2.  The  retention  of  employees:  Both  pension  plans  and  DPSPs, 
because  of  the  delayed  vesting  which  is  allowed  under  the 
legislation,  have  been  used  to  encourage  employees  to  remain 
with  their  onployers  or  to  discourage  enployees  from  leaving. 

3.  The  creation  of  an  investment  fund:  We  are  aware  of  at  least 
one  case  v^iere  a  group  of  taxpayers  used  the  substantial  bal- 
ances in  their  RRSPs  to  provide  a  portion  of  the  funds  required 
to  finance  the  takeover  of  a  small   public   corporation.      Nor- 
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mally,  tiie  balance  in  any  single  RRSP  would  not  be  sufficiently 
large  to  permit  the  use  of   the  fund   in  this  manner. 

Corporate  mergers  and  acquisitions:  The  CN  pension  fund 
was  a  major  participant  with  Dome  Petroleum  Limited  in  the 
acquisition  of  Siebens  Oil  and  Gas  Limited.  Other  pension 
funds  have  also  made  investments  in  oil  and  gas  properties.  It 
may  be  that  some  corporations  are  able  to  achieve  substantial 
tax  savings  because  of  the  tax-exempt  status  of  the  pension 
fund.  The  assets  controlled  by  a  few  of  the  largest  pension 
funds  in  Canada  are  enormous;  the  question  arises  whether  these 
funds  will  begin  to  pursue  a  more  active  role  in  the  economy, 
and  so  may  require  further  government  regulation. 

Leaving  Canada:  With  any  income  deferral  plan,  the  deferral 
will  be  translated  into  an  actual  tax  saving  at  any  time  the 
rate  of  tax  to  v\^ich  the  taxpayer  is  subject  are  lower  at  the 
time  funds  are  withdrawn  than  they  were  when  the  taxpayer 
made  contributions  to  the  plan.  If  a  taxpayer  leaves  Canada 
at  the  time  of  retirement,  the  effective  tax  saving  may  be 
substantial. 

A  taxpayer  v^^o  becones  a  resident  of  the  United  States  or  most 
other  countries  with  V\*iich  Canada  has  a  tax  treaty  will  be  able 
to  withdraw  funds  fran  an  RRSP  in  a  lump  sum  at  a  tax  cost  of 
15  per  cent.  This  is  tlie  level  of  tax  which  must  be  withheld 
fron  lump-sum  pens  ion- related  payments  under  Canadian  income 
tax  law.  When  lump-sum  withdrawals  are  made  by  residents  of 
non-treaty  countries,  the  withholding  tax  is  25  per  cent.  In 
most  cases,  where  the  appropriate  procedure  is  followed,  the 
lump  sum  will  not  be  subject  to  tax  in  the  country  in  which  the 
taxpayer  is  resident. 

Under  the  Canada-United  States  treaty,  a  resident  of  the  United 
States  receiving  a  life  annuity  frcm  Canada  will  not  be  subject 
to  any  form  of  Canadian  tax  on  the  annuity  payments.  As  a 
result,  a  taxpayer  v\tio  moves  to  the  United  States  on  retirement 
may  withdraw  funds  from  the  RRSP  free  of  Canadian  tax  by  using 
plan  funds  to  purchase  a  life  annuity.  The  income  element  of 
each  annuity  payment  would  be  subject  to  tax  in  the  United 
States.  The  Canada-United  States  tax  treaty  is  currently  being 
renegotiated,  and  it  is  possible  that  this  provision  will  be 
changed . 

Because  a  taxpayer  can  avoid  tax  on  amounts  received  from  a 
DPSP  or  registered  pension  plan  by  transferring  them  to  an 
RRSP,  taxpayers  \a*io  retire  outside  Canada  can  obtain  the  same 
tax  treatment  for  funds  withdrawn  fron  a  DPSP  or  pension  plan 
as  is  available  for  funds  withdrawn  fron  an  RRSP.  (It  should 
be   noted    that    the  possibility   and   extent   of   withdrawal    or 
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transfer  from  a  pension  plan  c3epends  on  the    terms  of    the   plan 
and  applicable  pension  legislation.) 

The  Commission  is  concerned  about  the  effect  on  Canada's  economy  of 
a  loss  of  capital  encouraged  through  the  tax  system.  Such  a  loss  puts 
extra  financial  burdens  on  tliose  remaining  in  Canada.  The  Commission 
urges  consideration  of  these  implications  for  tax  treaties  with  other 
countries  and  in  all  situations  where  funds  accumulated  as  a  result  of  a 
Canadian  tax-sheltered  status  may  be  diverted  to  other  countries. 

Roll-overs 

If  the  main  objective  of  favourable  tax  treatment  is  to  be  achieved, 
the  extensive  use  of  roll-overs  among  pension  plans,  RRSPs  and  DPSPs 
should  be  of  concern  to  policy-makers.  The  coupling  of  withdrawal 
rights,  roll-overs  and  the  pension  income  deduction  may  encourage  with- 
drawal from  pension  funds  now  and  the  destruction  of  future  long-term 
benefits.  For  example,  the  younger  enployee  who  is  not  yet  vested  under 
a  45  and  10  rule  may  withdraw  his  own  contributions  and  receive  up 
to  §1,000  of  them  tax-free.  Leaving  the  money  in  the  pension  fund 
to  secure  contingent  rights  to  employer  contributions  will  not  be  an 
attractive  alternative  to  cash.  It  would  seem  reasonable  to  limit 
the  use  of  the  pension  deduction  to  ages  at  which  payments  from  the 
pension  plan  are  likely  to  be  used  for  retirement  income.  A  similar 
situation  arises  for  tiiose  with  early  retirement  rights  when  the  pension 
deduction  may  be  used  to  avoid  tax  rather  than  to  exempt  income  from 
tax  because  it  is  needed  as  replacement  income  in  retirement.  Clearly 
a  retirement  test  for  eligibility  for  the  pension  deduction  would  be 
fraught  with  difficulty,  but  the  use  of  an  age  minimum,  such  as  60 
years,  would  maintain  the  pension  deduction  as  it  must  have  been  orig- 
inally contemplated,  and  also  discourage  the  use  of  nonies  specifically 
set  aside  for  pensions  for  short- run  purposes. 

The  roll-over  provisions  also  operate  to  allow  persons  who  have 
"retired"  early,  such  as  athletes,  armed  forces  personnel,  and  public 
servants,  whose  plans  are  designed  for  payments  to  begin  v^ll  before  the 
usual  retirement  age  range  of  60  to  65,  to  pay  pension  income  into  an 
RRSP  free  of  tax.  This  allows  retirement  income  to  accumulate  and 
increase  while  the  recipient  pursues  another  work  career.  To  the 
extent  additional  incane  in  retirement  is  being  created,  tlie  tax  shelter 
is  reasonable.  However,  the  RRSP  should  not  be  used  as  a  device  to 
shelter  undue  amounts  of  income.  For  example,  retiring  allowances 
may  be  rolled-over  into  an  RRSP  without  attracting  tax.  There  is  no 
maximum  on  the  amount  of  such  retiring  allowance,  except  that  it  must  be 
a  reasonable  amount.  The  Coinmission  is  not  aware  of  great  numbers  of 
persons  taking  advantage  of  such  a  roll-over  or  of  any  abuse  therein, 
but  urges  authorities  to  monitor  roll-over  situations  to  prevent  abuse. 
A  limitation  of  a  maximum  percentage  allowed  to  be  rolled  over  in  any 
year  might  be  suitable. 
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However,  it  is  clear  that  the  government  views  the  encouragement  of 
savings  as  an  important  policy  objective  in  itself.  In  the  budget 
speech  of  May  25,  1976,  the  then  Finance  Minister,  Donald  Macdonald, 
conmenting  on  tax  deferral  plans,  indicated  that  "the  government  intro- 
duced these  tax  incentives  to  encourage  Canadians  to  make  provision  for 
their  retirement  years  and  thus  to  to  foster  national  savings."  Surpris- 
ingly, discussions  of  the  three  plans  in  the  1950s  and  1960s  indicate 
that  they  were  originally  conceived  partly  as  an  "incone  spreading"  (85 ) 
or  averaging  device.     This  was  particularly  true   in  the  case  of  RRSPs. 

The  original  contribution  limit  for  pension  plans  appears  to  have 
been  chosen  arbitrarily.  When  RRSPs  and  DPSPs  v^re  introduced  into  the 
legislation,  the  contribution  limits  for  these  plans  were  defined  in 
relation  to  the  limits  for  contributions  to  pension  plans.  Increases  in 
contribution  limits  for  all  three  plans  have  taken  place  on  an  ad  hoc 
basis  in  response  to  rising  inccme  levels  and  inflation.  The  limit  for 
contributions  to  RRSPs  by  taxpayers  who  are  not  members  of  pension 
plans  has  traditionally  been  higher  than  the  limit  for  those  who  are 
members  of  pension  plans.  This  is  in  recognition  of  the  fact  that  a 
taxpayer  v»ho  is  not  a  member  of  a  pension  plan  is  obliged  to  create 
a  fund  without  the  assistance  of  an  employer,  whereas  a  member  of  a 
pension  plan  presumably  benefits  from  anployer  contributions. 

The  $1,000  pension  deduction  appears  to  have  been  created  in 
recognition  of  particular  problems  faced  by  retired  taxpayers,  such  as 
the  inadequacy  of  retirement  incones  and  the  fixed  nature  of  many  forms 
of  retirement  income  in  an  inflationary  setting.  A  minimum  age  of 
eligibility  for  the  pension  deduction  would  be  consistent  with  that 
purpose . 

Inflation  Tax  Credit 

Since  World  War  II  the  income  tax  system  has  come  to  assume  a 
much  greater  role  in  the  economic  relationship  between  the  citizen 
and  the  state.  Although  income  tax  legislation  is  used  to  achieve  a 
number  of  other  public  policy  objectives,  its  basic  role  has  been  to 
collect  contributions  fron  the  individual  citizen  to  the  public  coffers. 
However,  since  the  introduction  of  the  tax  reform  measures  in  1972,  some 
have  suggested  that  the  role  of  tlie  Incone  Tax  Act  should  be  expanded  to 
provide  for  payments  from  tlie  state  to  certain  classes  of  citizen.  The 
term  "negative  incone  tax"  has  been  used  to  describe  measures  of  this 
nature . 

For  example,  it  has  been  suggested  that  a  minimum  "guaranteed 
annual  incone"  be  provided  by  way  of  such  a  negative  income  tax.  Pro- 
ponents of  this  approach  have  generally  raised  the  following  arguments 
in  its  support: 

1.     At  present,  direct  transfer  payments  such   as  old-age   security 
and    family  allowance   payments   are   provided    for   the   entire 
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population  regardless  of  need.  The  income  tax  system,  because 
of  its  capacity  to  determine  an  individual's  income,  could  be 
used  to  provide  benefits  only  to  those   in  need  of  assistance. 

2.  It  would  be  much  more  efficient  to  create  an  integrated  system 
which  would  provide  for  the  payment  of  all  public  assistance 
benefits,  including  family  allowance  payments,  old  age  security 
payments,  guaranteed  income  supplements,  unemployment  insurance 
payments,  and  spouses'  allowances.  The  income  tax  system  is 
the  ideal  vehicle  for  such  an  integrated  system  because  of  the 
information  which  it  collects  from  taxpayers. 

The  negative  income  tax  approach  already  appears  in  the  Income  Tax 
Act.  For  some  time,  the  act  has  provided  for  various  tax  credits. 
Until  recently,  these  tax  credits  did  not  give  rise  to  actual  payments 
to  taxpayers;  where  tlie  tax  credit  in  question  exceeded  the  tax  payable 
by  an  individual,  the  difference  was  not  refunded.  However,  four 
provinces  have  introduced  tax  credit  systems  which  are  "refundable" 
so  that  if  the  amount  of  the  credit  exceeds  the  tax  payable  by  the 
individual,  the  difference  is  actually  paid  to  him.  (86)  The  refundable 
"child  tax  credit"  announced  by  the  Minister  of  Finance  in  the  summer 
of  1978  was  implemented  immediately  and  began  providing  benefits  to 
taxpayers  with  low  and  moderate   incones  in  the  spring  of  1979. 

A  majority  of  the  Conmissioners  recommend  that  an  inflation  tax 
credit  be  adopted  as  an  answer  to  the  inroads  of  inflation  on  fixed 
retirement  incane.  It  is  proposed  that  this  tax  credit  be  a  refundable 
tax  credit  and  be  dealt  with  as  negative  incane  tax  under  the  Inccme  Tax 
Act.  The  Conmissioners  favour  this  approach  for  two  basic  reasons:  it 
can  be  applied  to  all  or  most  sources  of  retirement  income;  and  it  can 
be  controlled  cai  a  needs  basis.  Administrative  problems  are  discussed 
in  Chapter  10.  The  Conmission  is  satisfied  that  these  problems  can  be 
solved  if  the  provinces,  which  are  responsible  for  social  assistance 
programs,  and  the  federal  government  are  prepared  to  work  together  for 
the  integration  of  social  transfer  payments. 


REraMMENDATIONS 

By  allowing  deductions  for  incane  tax  purposes  to  both  employers 
and  employees  in  anployment  pension  plans,  the  federal  government  is  in 
a  strong  position  to  control  and  direct  the  development  of  employment 
pension  plans.  It  is  important  therefore  that  decisions  made  for  tax 
policy  reasons  be  examined  for  their  effect  on  pension  benefit  policy, 
which  is  primarily  within  the  control  and  direction  of  the  province.  It 
is  within  the  power  of  the  Government  of  Ontario  to  negotiate  with  the 
federal  government  to  ensure  a  suitable  balance  between  the  respective 
taxation  and  pension  policy  objectives. 
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The  Commission  therefore  recommends  that: 


The  Government  of  Ontario  should  consider,  with  the  federal  government, 
canmon  goals  for  retirement  income  provision  through  the  interaction  of 
federal   tax  policy  and  provincial  social  legislation. 


Since  the  main  goal  of  providing  tax-sheltered  funds  is  to  finance 
retirement  incone,  steps  should  be  taken  to  curtail  existing  tax  incen- 
tives for  cash  withdrawal  fron  employment  pensions  before  vesting. 


Roll-overs  of  pension  benefits  and  retiring  allowances  into  RRSPs  should 
be  monitored  to  ensure  that  amounts  in  excess  of  reasonable  retirement 
requirements  are  not  thereby  receiving  tax  shelter. 


The  Government  of  Ontario  should  consider,  with  the  federal  govern- 
ment, against  the  background  of  tax  treaty  negotiations,  the  effect 
on  Canada's  capital  markets  and  trade  balance  of  situations  in  which 
tax-sheltered  funds  fron  retirement  incone  vehicles  may  be  diverted  to 
other  countries. 


The  Government  of  Ontario  should  take  steps  to  implement  an  inflation 
tax  credit  under  the  incone  tax  system  (one  Commissioner  dissenting) 
to  afford  some  protection  against  loss  of  purchasing  power  through 
inflation,   for  all  persons  age  68  and  over. 


Government  Prograins 


The  Government  of  Ontario  should  seek  amendment  to  the  Income  Tax  Act 
(Canada)  and  make  conplementary  amendments  to  the  Income  Tax  Act  (On- 
tario) and  any  other  fiscal  statutes,  to  base  exemptions  and  deductions 
on  a  needs  basis  vvhere  these  are  now  universal,  and  in  particular  to 
replace  the  present  age  exemptions  and  the  present  pension  deduction  by 
other  forms  of  relief  administered  on  a  needs  basis. 


If  the  pension  income  deduction  is  to  be  retained,  a  minimum  age   should 
be  adopted  to  avoid  encouraging  early  retirement. 


Incone-tested  tax  exemptions  and  credits   should    take    into  account  all 
incone,   in  order  to  eliminate  "double  exemption." 


Retirement  Arrangenients 


The   20  per  cent  limit  on  RRSP  contributions  stiould  be  removed,  and 
maximum  contributions  should  be  expressed  in  dollar  amounts  only. 


Deductions  by  employers  and  employees  for  past  service  contributions  to 
money-purchase  plans  should  be  permitted. 


The  Government  of  Qitario  should  seek  amendment  to  the  Income  Tax  Act 
(Canada)  and  make  conplementary  amendments  to  the  Income  Tax  Act  (On- 
tario) and  any  other  fiscal  statutes  to  create  a  new  type  of  locked- in 
pension  vehicle  to  which  transfer  of  funds  from  employment  pension  plans 
can  be  effected. 
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NOTES 

Unless  otherwise  indicated,  references  are  to  the  Income  Tax  Act, 
S«C.  1970-71-72,  c.  63  as  amended. 

(1)  Information  Circular  No.  72-28R2  dated  January  23,  1978,  and 
No.  72-13R6  dated  January  21,  1980. 

(2)  S.C.  1957,  c.  29,  s.  17. 

(3)  S.C.  1960-61,  c.  49,  s.  26. 

(4)  Information  Circular  No.  72-1 3R6. 

(5)  Paragraph  8(1)(m). 

(6)  Sub-section  8(8). 

(7)  Paragraph  60  (j). 

(8)  Paragraph  60 (k). 

(9)  Sub-section  8(7) . 

(10)  Paragraph  20(1 )(q)  and  Section  2  700  of  the  Regulations  under  the 
Income  Tax  Act. 

(11)  Paragraph  20(1  )(r) . 

(12)  Section  67. 

(13)  Information  Circular  No.  72-1 3R6,  paragraph  9(g). 

(14)  Paragraph  20(1  )(s). 

(15)  Paragraph  56(1) (a). 

(16)  Paragraph  60  (j). 

(17)  Paragraph  60 (k) . 

(18)  Paragraph  61 (2) (a) . 

(19)  Paragraph  110.2(3)(b). 

(20)  Paragraph  146(1 )(j). 

(2  1)   Section  89  of  Bill  C-57  an  act  to  revise  the  Bank  Act,  to  amend 
the  Quebec  Savings  Banks  Act,  to  establish  the  Canadian  Payments 
Association  and  to  amend  other  acts  in  consequence  thereof. 

(22)  Section  146(2). 

(23)  Sub-section  146(5). 

(24)  Sub-section  146(5.1). 

(25)  Paragraph  60 (j). 

(26)  Sub-section  204. 1(1 ) . 

(27)  Paragraph  146(4) (a). 

(28)  Paragraph  146(4 )(b). 
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(29)  Paragraph  146(9) (a). 

(30)  Paragraph  146(9) (b). 
(3  1)   Paragraph  146(10)(b). 

(32)  Paragraph  146(10) (a).   The  term  "non-qualified  investment"  is 
defined  in  Paragraph  146(1 )(e)  as  a  property  which  is  not  a 
"qualified  investment"  which  is  in  turn  defined  in 
Paragraph  146(1)(g). 

(33)  Section  206. 

(34)  As  defined  in  Paragraph  146(1  )(j)  a  "Retirement  Savings  Plan"  must 
provide  for  the  payment  of  a  "retirement  income"  on  maturity.  The 
term  "retirement  income"  is  defined  in  Paragraph  146(1)(i.1). 

(35)  Transfers  from  RRSPs  to  "Registered  Retirement  Income  Funds"  are 
provided  for  under  Paragraph  146(16)(c).   A  detailed  code  relating 
to  Registered  Retirement  Income  Funds  is  set  out  in  Section 
146.3. 

(36)  Benefits    as    defined    in   Paragraph    146(1 )(b)    are    included    in    inccxne 
under    sub-section    146(8). 

Sub-section  146(8.8). 

Paragraph  61 (2 ) (d) . 

Paragraph  60(1). 

Sub-section  146(1 )(h)  and  sub-section  146(8.9). 

Sub-section  146(8.8)  and  sub-section  146.3(6). 

Paragraph  146(2  )(c.  2). 

Sub-section  146-3(6). 

Sub-section  146(8)  and  sub-section  146.3(5). 

Paragraph  146(1  )(h)  and  sub- section  146(8.9). 

Sub- paragraph  1 10. 2 (3 ) ( a) ( ii ) . 

Paragraph  147 ( 1  )  (a) . 

Sub-section  147(2). 

Information  Circular  No.  77-1 R2  dated  May  20,  1980,  Paragraph  6. 

Subsection  147(8). 

Sub-section  204.1(3). 

Sub-section  147(7). 

Qualified  investments  for  a  DPSP  are  set  out  in  Paragraph  204(e). 

Paragraphs  147(2  )(c)  and  (d). 

Sub-section  147(18). 

Sub-section  147(10). 
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(37) 

(38) 

(39) 

(40) 

(41) 

(42) 

(43) 

(44) 

(45) 

(46) 

(47) 

(48) 

(49) 

(50) 

(51) 

(52) 

(53) 

(54) 

(55) 

(56) 

(57)  Paragraph  147(2 )(k). 

(58)  Paragraph  60 (j). 

(59)  Sub-paragraph  6 1 (2 ) (a) ( iv) . 

(60)  Paragraphs  110.2(3) (a)  and  (b). 

(61)  See  H.  Weitz,  "Contributors  and  Contributions  to  Registered 
Retirement  Savings  Plans  in  Ontario,"  (in  Volume  VIII)  Tables  12, 
13,  and  accompanying  text. 

(62)  Information  Circular  No.  72-1 3R6,  Paragraph  6(b). 

(63)  Information  Circular  No.  72-1 3R6,  Paragraph  9(g). 

(64)  Paragraph  56(1) (a). 

(65)  Paragraph  110(1)(f). 

(66)  Section  248. 

(67)  Paragraph  81(1)(h). 

(68)  Paragraph  6(1)(f). 

(69)  For  a  discussion  of  the  jurisprudence  relating  to  damages  for 
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Chapter  15 


Retirement  Age 


When  discussing  pensions  and  retirement  income,  it  is  necessary 
to  consider  tlie  time  of  retirement.  In  the  recent  past,  retirement 
has  been  tied  to  a  chronological  age,  deemed  by  society  to  be  age  65. 
It  is  the  age  vtien  a  person  is  no  longer  expected  to  work,  government 
retiranent  incone  programs  begin,  and  retiranent  might  be  forced.  This 
last  element  of  compulsion  has  turned  the  question  of  retirement  age 
into  the  emotion-charged  civil  rights  issue  of  mandatory  retirement  and 
age  discrimination.  The  civil  rights  emphasis  is  perhaps  peripheral  to 
the  entire  question  of  the  time  of  retirement  and  support  in  retirement 
but  is  at  the  centre  of  public  debate.  In  conjunction  with  resistance 
to  forced  retirement  is  growing  support  for  early  retirement.  This 
chapter  examines  the  question  of  retirement  age  as  presented  to  the 
Commission.  It  also  assesses  the  ramifications  of  postponed  retirement 
and  early  retirement  for  pension  planning. 


BACKGROUND 

Prior  to  1978,  there  have  been  two  major  Canadian  studies  on 
retirement  -  the  Department  of  Health  and  Welfare  1977  survey  of  3,011 
persons  age  55  and  over,  and  an  ongoing  longitudinal  study  of  aging  and 
perceptions  of  retirement  by  the  Ontario  Ministry  of  Community  and 
Social  Services.  (These  are  described  by  Dr.  Kubat  in  the  background 
papers.)  In  addition,  the  Commission's  Consumer  Survey  and  the  1979 
Study  of  American  Attitudes  toward  Pensions  and  Retirement  deal  with 
retirement  age. 

Age  of  Retirement 

Retirement  tends  to  occur  around  age  65.  The  Health  and  Welfare 
Study  showed  tliat  60  per  cent  of   65-year-old-men,    and   75  per   cent  of 
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voTien  of  the  same  age  were  retired.  (1)  Reasons  given  for  retirement 
included  cxxnpulsory  retirement  (29  per  cent  of  men  and  11  per  cent  of 
women)   and  poor  liealth  (34  per  cent  of  men  and  38  per  cent  of  wanen). 

Income  and  health  are  two  factors  crucially  important  to  the 
timing  of  retiranent  and  the  desire  to  retire.  In  addition,  health 
and  inccme  are  related  -  the  higher  tlie  income  the  better  tlie  health, 
and  vice  versa. (2)  The  Health  and  Welfare  Canada  Study  showed  the 
following: 

Table  1 

Reasons  Invoked  by  Retirees  for  Retiring,  by  Occupation,  Canada,  1975 


Administrators, 

professional. 

White 

Blue 

Blue  collar 

technicians 

collar 

collar 

(primary) 

(Per 

ceni 

t) 

Men 

Canpulsory 

46.9 

26.4 

36.3 

5.1 

Health 

11.4 

30.3 

37.6 

42.4 

Lay-off 

3.6 

4.8 

10.2 

2.0 

Other 

33.4 

36.8 

15.9 

45.3 

Women 

Compulsory 

24.9 

12.7 

1.6 

Health 

24.5 

38.8 

41.9 

Lay-off 

2.1 

2.3 

7.3 

Other 

38.7 

37.4 

42.0 

Source  Health  and 

Welfare  Canada, 

Retirement 

in  Canada 

,  Volume  I, 

p.    33. 

The  Commission's  Consumer  Survey  showed  that  25.4  per  cent  of 
retired  respondents  had  retired  at  age  65,  and  29.2  per  cent  had  retired 
between  ages  61  and  64.  Of  retired  respondents,  79.9  per  cent  had 
retired  by  age  65.  The  survey  asked  all  active  respondents  when  they 
plan  to  retire.  Only  3.9  per  cent  plan  to  retire  over  age  65;  15.6  per 
cent  at  age  65;  15  per  cent  between  ages  61  and  65;  and  51.7  per  cent 
before  age  65.  More  than  half  of  the  retired  respondents  (56.2  per 
cent)  were  satisfied  with  the  time  of  their  retirement,  while  19  per 
cent  felt  they  should  have  retired  later  and  16.9  per  cent  thought 
they  should  have  retired  earlier.  Our  survey  confirmed  that  reasons 
for  retiring  or  continuing  to  work  centred  mainly  around  health  and 
financial  position. 

A  recent  U.S.  study  showed  that  the  median  age  for  retirement 
preferred  by  current  workers  was  60.2,   or  roughly  tlie  same  as  the  actual 
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median  age  of  retirement  among  retirees.  It  found  that  26  per  cent 
of  enployees  preferred  to  retire  at  normal  retirement  age  from  their 
employment,  22  per  cent  before  normal  retirement  age,  and  51  per  cent 
preferred  to  continue  with  some  type  of  employment .( 3 ) 

The  Early  Retirement  Trend 

Participation  in  the  Canadian  labour  force  by  men  65  and  over 
has  been  declining  over  the  last  25  years.  In  1955,  31  per  cent  of 
males  65  and  over  vsere  employed;  by  1975,  the  number  had  decreased  to 
16  per  cent.  (4)  This  trend  is  reinforced  by  the  lower  labour-force 
participation  of  men  aged  55  to  64.(5)  The  Economic  Council  of  Canada 
in  its  report.  One  in  Three  ("Council  Report"),  distinguishes  between 
the  long-term  decline  in  the  average  age  of  retirement  and  the  reasons 
for  retiring  before  or  after  age  65.  It  concludes  that  long-run  de- 
cline in  labour  force  participation  seems  counter  to  the  lengthening  of 
life  expectancy  and  probably  reflects  general  factors  such  as  rising 
inccne  levels.  The  Council  found  that  the  likelihood  of  individuals 
retiring  before  age  65  increases  with  the  level  of  retirement  income. 
It  also  found  the  likelihood  of  retiring  because  of  health  reasons 
decreases  withi  the  level  of  retirement  incone  and  of  retiring  early  is 
much  greater  for  those  with  high  retirement  inccxnes  than  for  those  with 
low  retirenent  incones. 

The  preference  for  early  retirement  is  clear.  In  the  Health 
and  Welfare  study,  active  men  favoured  retirement  before  age  65  (71 
per  cent)  or  at  age  65  (21  per  cent)  ,  with  only  9  per  cent  favouring 
retiranent  after  age  65.  Active  vvonen  favoured  retiring  at  or  before 
age  60  (77  per  cent)  .  Most  retired  respondents  were  satisfied  with 
their  time  of  retirement. 

The  trend  towards  earlier  retirement  is  expected  to  continue  for  at 
least  another  decade,  according  to  James  Pesando,  whose  background 
paper,  "Trends  in  Retirement  Age  and  Implications  for  Pension  Planning: 
An  Econanic  Analysis"  appears  in  Volume  IX  and  will  be  cited  later  in 
this  chapter. 

Retirement  Age  in  Pension  Plans 

Pension  plans  provide  for  a  "normal  retirement  age"  -  the  expected 
age  most  employees  will  retire  and  receive  the  normal  unreduced  pension. 
Plans  may  provide  for  a  compulsory  retirement  date,  which  may  be  the 
same  as  the  normal  retirement  age  and  may  also  provide  for  an  early 
retirement  date  vvhen  an  employee  may  retire  on  a  reduced  pension. 

The  age  of  65  has  always  been  the  most  widely  accepted  normal 
retirement   age   under  private  pension  plans. (6)        In  1978,    85.8  per 
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cent  of  all  plans  in  Canada  covering  74.4  per  cent  of  total  membership 
provided  for  normal  retirement  at  age  65.  More  than  93  per  cent  of  men 
and  85  per  cent  of  wxnen  in  the  private  sector  were  in  plans  that  had  a 
normal  retirement  age  of  65,  compared  with  58  per  cent  and  60  per  cent 
in  the  public  sector. 

Nearly  all  plans  (97  per  cent)  covering  96  per  cent  of  total 
membership  in  Canada,  exclusive  of  plans  that  limited  early  retirement 
to  cases  of  disability,  provided  for  early  retirement  on  a  reduced 
pension.  (7)  The  irvost  common  condition  for  early  retirement  (38  per 
cent  of  plan  members)  was  completion  of  a  period  of  service  and  an 
attained  age,  such  as  age  55  and  10  years  of  service.  (8)  The  pension 
was  actuarially  reduced  for  41  per  cent  of  tlie  membership  and  a  formula 
reduction  was  used  for  the  remaining  plan  members.  The  most  common 
formula  was  a  reduction  of  1/2  of  one  per  cent  per  month  by  which  early 
retirement  preceded  normal  retirement  age. 

In  1978  the  age  of  65  was  the  normal  retirement  age  in  Ontario  for 
91  per  cent  of  members  in  the  private  sector.  In  the  public  sector  age 
65  was  the  normal  retirement  age  for  51  per  cent  of  members,  and  age  60 
for  22  per  cent. 

Table  2  shows  the  incidence  of  early  retirement  provisions  in  pen- 
sion plans.  Few  plan  members  are  in  plans  without  an  early  retirement 
provision. 

Table  2 

Early  Retirement  Provisions  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public 

sector 

Private 

sector 

Members 

Per  cent 

Members 

Per  cent 

Early  retirenent  at 

Employee's  option 

239,845 

37.0 

377,245 

36.9 

Employer's  option 

49,363 

7.6 

22,236 

2.1 

Mutual  consent 

337,015 

52.0 

531,918 

52.1 

Other 

19,778 

3.0 

46,710 

4.5 

No  provision 

2,013 

.3 

42,774 

4.1 

Total 

648,014 

100 

1,020,883 

100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 

Table  3  shows  the  formulas  used  to  provide  an  early  retirement 
pension  in  Ontario. 
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Table  3 

Pension  Payable  on  Early  Retirement,  Ontario,  1978 


Formula 

Members 

Per  cent 

Actuarially  reduced 

pension 

708,689 

43.7 

Accrued  pension  reduced 

by   a 

per  cent  per  ironth  by 

vstiich 

early   retirement 

precedes 

normal  retirement 

age 

0  -  .24 

1,083 

.1 

.25  -  .49 

218,921 

13.5 

.50  -  .74 

193,332 

11.9 

.75  and  over 

2,042 

.1 

sub- total 

415,378 

25.6 

Other 

499,313 

30.8 

Total 

1,623,380 

100 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario, 
1978,"  unpublished. 

The  Legal  Context 

Legal  limitations  relating  to  mandatory  retirement  or  dismissal  on 
grounds  of  age  are  found  in  Ontario  human  rights  legislation,  which 
prohibits  discrimination  on  account  of  age  between  ages  of  40  and  65. 
Thus  an  anployer  may  discriminate  because  of  age  alone  if  the  employee 
is  age  65  or  nore.  The  origin  of  such  legislation  was  the  Ontario  Age 
Discrimination  Act  v\4iich  became  effective  on  July  1,  1966.(9)  This  Act 
provided  that  an  employer  could  not  refuse  to  hire  or  continue  to  enploy 
any  person  because  of  age,  and  age  was  defined  as  over  40  and  less 
than  65  years.  (In  the  Ontario  public  sector,  the  Public  Service  Act, 
R.S.O.  1970,  c.  386  requires  retirement  at  age  65,  unless  reappointed 
for  a  year  at  a  time  until  the  age  of  70  in  special  circumstances.) 

The  protection  on  account  of  age  was  incorporated  into  the  Ontario 
Human  Rights  Code  in  1972.(10)  Thus  age  discrimination  in  employment 
practices  is  prohibited  between  ages  40  and  65. 

Legislation  prohibiting  discrimination  in  onployment  practices  on 
account  of  age  exists  in  British  Columbia  (ages  45-65), (11);  Alberta 
(ages  45-65) , (12);  Manitoba, (13);  New  Brunswick  (age  19  and  over), (14); 
Prince  Edward  Island  (ages  18-65), (15);  Newfoundland  (ages  19-65),  (16); 
Nova  Scotia  (ages  40-65), (17);  and  Canada. (18)  A  private  member's  bill, 
"The  Age  of  Retirement  Act  1978,"  has  been  introduced  in  Ontario  to 
ensure  that  no  person  shall  be  required  to  retire  before  reaching  the 
age  of  70  if  the  person  is  willing  and  capable  of  performing  his  or  her 
job.  This  bill  has  not  been  enacted. 
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There  are  exemptions  from  the  prohibition  for  bona  fide  occupa- 
tional qualifications  and  in  certain  pension  plan  and  employee  benefit 
matters.  The  prohibition  in  Ontario  against  discrimination  on  account 
of  age  does  not  apply  to: 

a)  tiie  exclusion  of  an  employee  from  participation  in  a  pension 
plan  vhere  the  plan  requires  a  minimum  age  for  access; 

b)  a  provision  in  a  pension  plan  limiting  the  maximum  age  of  an 
employee  for  access  to  a  plan  where  the  normal  pensionable  age 
is  under  65  years; 

c)  benefits  differentiating  on  account  of  age  if  in  accordance 
with  the  Pension  Benefits  Act; 

d)  rate  of  contribution  differentiating  on  account  of  age  if  they 
are  voluntary  additional  contributions,  in  defined  contribution 
plans  and  in  defined  benefit  plans  if  in  accordance  with  the 
Pension  Benefits  Act  and  determined  on  an  actuarial  basis. (19) 

Dramatic  changes  have  occurred  in  the  United  States.  Effective 
January  1,  1979,  the  U.S.  legislation  eliminates  mandatory  retirement  at 
age  70  for  federal  government  workers  and  raises  the  age  of  protection 
five  years  to  age  70  in  age  discrimination  legislation.  The  law  exempts 
companies  with  fewer  than  20  employees,  permits  age  standards  tied  to 
certain  jobs,  such  as  air  traffic  controllers,  and  exempts  those  who 
would  receive  a  pension  of  $27,000  or  more  annually,  paid  for  by  one 
employer.  Ihe  law  exempts  tenured  college  and  university  professors 
until  1982  when  the  ceiling  of  70  years  will  apply.  It  also  exempts 
situations  governed  by  collective  bargaining  agreements  until  January  1, 
1980,  or  the  expiry  of  the  contract.  There  is  no  requirement  that 
pension  benefits  continue  to  accrue  to  those  vi^o  decide  to  continue  to 
work. (20) 

Pension  Plans  and  Mandatory  Retirement 

A  recent  study  by  the  Conference  Board  in  Canada  in  a  survey  of 
222  employers  with  a  total  of  1.4  million  employees  found  that  the 
presence  of  a  private  pension  plan  was  almost  always  associated  with  a 
policy  of  mandatory  retirement.  Of  the  206  respondents  with  a  pension 
plan,  198  (96  per  cent)  also  had  a  mandatory  retirement  policy.  Of 
these,  81  per  cent  of  the  pension  plans  had  a  clause  which  required 
employees  to  retire  at  a  fixed  age,  usually  65.  Although  a  mandatory 
retirement  policy  might  be  independent  of  the  requirement  of  a  pension 
plan,  pensions  and  mandatory  retirement  were  closely  linked. (21) 

U.S.  studies  also  show  that  the  existence  of  ocxtpulsory  retirement 
is  closely  related  to  participation  in  a  pension  plan.  The  incidence  of 
compulsory  retirement  has  increased  with  private  pension  coverage. (22) 
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While  tliere  is  declining  labour  force  participation  at  older  ages, 
the  Commission  has  noted  increasing  support  for  tlie  right  to  be  able  to 
continue  to  work  after  age  65.  The  Special  Senate  Committee  on  Retire- 
ment Age  Policies  in  its  1979  report,  Retirement  Without  Tears  ("Senate 
Report"),  found  that  mandatory  retirement  based  on  age  involves  an 
infringement  of  human  rights,  economic  waste,  and  misconceptions  about 
the  relevance  of  age.  The  Senate  Report  recommended  the  progressive 
abolition  of  mandatory  retirement  and  a  policy  of  flexible  retirement. 

The  Senate  Conmittee  recommended: 

1.  that  the  progressive  abolition  of  mandatory  retirement  based  on 
age  become  a  general  policy 

a)  by  amendments  to  the  rules  governing  public  servants  and 
employees  of  companies  under  the  jurisdiction  of  the  fed- 
eral government; 

b)  by  similar  action  with  respect  to  provincial  and  municipal 
public  servants; 

2.  that  the  mandatory  age  of  retirement  be  increased  one  year  at  a 
time  for  five  years  by  amending  pension  plans  or  retirement 
rules  or  conventions  and  that  at  the  end  of  five  years  the  con- 
cept of  mandatory  retirement  at  a  particular  age  be  abandoned 
canpletely; 

3.  that  all  human  rights  legislation  be  reviewed  to  eliminate  any 
loopholes  which  permit  age  discrimination  because  of  employee 
benefit  and  similar  plans; 

4.  that  a  policy  of  flexible  retirement  become  the  standard  for 
both  public  and  private  enterprises; 

5.  that  amendments  to  both  federal  and  provincial  human  rights 
legislation  be  sought  at  tlie  earliest  cpportunity  to  minimize 
the  possibility  of  discrimination  based  on  age. 

The  Ontario  Human  Rights  Coranission  in  its  1977  report  recommended 
that:  "age  be  a  prohibited  ground  of  discrimination  in  all  sections  of 
the  Ontario  Human  Rights  Code  and  that  its  definition  be  expanded  to 
enccmpass  all  persons  eighteen  years  of  age  and  over."  The  Human  Rights 
Conmission  felt  that  "pension  plans  could  be  pegged  to  age  65.  People 
v\^o  wish  to  continue  working  beyond  that  age  could  make  individual 
arrangements  with  their  onployers.  Or  the  plans  could  be  worked  out 
that  are  not  tied  to  an  arbitrary  retirement  age. "(23) 

Among  the  groups  reconmending  the  abolition  of  mandatory  retirement 
to  the  Commission  were:  Canadian  Union  of  Public  Employees,  Ontario 
Division  (Brief  101),  Ontario  Advisory  Council  on  Senior  Citizens  (Brief 
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154),  Canadian  Institute  of  Religion  and  Gerontology  (Brief  174),  On- 
tario Nurses  Association  (Brief  197),  Ontario  Welfare  Council  (Brief 
194), (24)  Council  on  Aging  (Brief  200),  Housser  &  Company  Limited  (Brief 
211),  Qitario  Federation  of  Labour  (Brief  221),  Ontario  Hydro  (Brief 
299),   and   the  Consumers  Association  of  Canada   (Brief  311). 

Anong  tJiose  in  favour  of  retaining  mandatory  retirement,  at  least 
for  tlie  present,  are:  The  Professional  Institute  of  the  Public  Service 
of  Canada  (Brief  175),  Actuate  Financial  Consultants  Limited  (Brief 
240),  Qitario  Professional  Fire  Fighters  Association  (Brief  266),  and 
Imperial  Oil  Limited  (Brief  289).  The  Canadian  Life  Insurance  Associa- 
tion (Brief  1)  was  neutral,  and  the  Canadian  Pension  Conference  (Brief 
224)   requested   long-term  implementation. 

In  tlie  Consumer  Survey,  61  per  cent  of  respondents  in  the  labour 
force  and  53  per  cent  of  retired  respondents  supported  amending  the 
Human  Rights  Code  to  eliminate  mandatory  retirement  at  age  65;  most  of 
these  (78  per  cent  of  those  in  labour  force  and  83  per  cent  of  retirees) 
not  wishing  any  upper  age  limit. 

The  Commission  recognizes  the  existing  pressures  for  a  flexible 
retirement  age  and  takes  no  position  on  the  elimination  of  mandatory 
retirement  as  such.  To  assist  legislators  in  making  decisions  about 
retirement  age,  we  will  present  tlie  implications  of  both  early  retire- 
ment and  postponed  retirement. 


THE   IMPLICATIONS  FOR  PENSIONS 

Enployment  Pensions 

Issues  affecting  retirement  age  are  compounded  by  the  nature  of 
defined  benefit  plans.  As  vve  have  seen,  defined  benefit  plans  operate 
on  group  insurance  principles  to  first  promise  and  then  guarantee  a 
certain  income  for  life  at  retirement.  Thus  tine  plan  design  involves  an 
estimate  of  how  long  to  accrue  and  fund  tJie  benefit  and  fixes  a  retire- 
ment age.  In  a  defined  contribution  or  maney-purchase  plan,  one  buys  an 
annuity  with  the  monies  accumulated  to  tlie  point  of  retirement.  Flexi- 
bility in  determining  retirement  age  is  easier  in  a  defined  contribution 
plan. 

Postponed  Retirement 

The  major  effect  on  pension  plans  of  postponed  retirement  would  be 
in  the  area  of  pension  design.  Several  matters  have  been  brought  to  our 
attention  involving  tlie  design  of  defined  benefit  plans.  An  age  will 
have  to  be  picked  to  which  benefits  accrue.  In  pension  planning  this 
is  the  normal  retirement  age,  usually  age  65.  This  need  not  change 
if  there  is  an  actuarial  adjustment  for  early  and  late  retirement. 
However,   Revenue  Canada  does  not  allow  a  pension  to   be  postponed   after 
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age  71;  nor  does  it  permit  benefits  to  accrue  after  age  71  or  to  be 
actuarially  adjusted  upwards  for  retirements  after  that  age.  These 
rules  may  require  revision  if  later  retirement  becomes  more  prevalent 
and  accrual  of  benefits  is  denied. 

Second,  if  there  is  no  actuarial  adjustment  for  postponed  re- 
tirement, actuaries  will  be  required  to  develop  various  retirement 
age  assumptions.  Pension  costs  would  decrease  without  such  actuarial 
adjustment  because  the  enployee  is  paying  longer  for  the  same  pension. 
Professor  Pesando  states  that  if  no  actuarial  increases  in  other  forms 
of  the  compensation  package  viere  made,  a  strong  deterrent  to  increased 
work  after  normal  retirement  age  would  be  created,  and  the  motivation 
for  eliminating  nandatory  retirement  would  tend  to  be  thwarted. (25) 

Third,  in  insured  plans  if  there  is  no  accrual  past  age  65  where 
units  of  pension  have  been  bought  at  age  65  and  one  postpones  retire- 
ment, some  money  may  be  required  to  be  credited  back.  U.S.  law  does  not 
require  that  pensions  be  actuarially  increased,  but  it  is  now  proposed 
to  require  defined  benefit  plans  to  credit,  for  purposes  of  benefit 
accrual,  years  of  service  v\Aiich  occur  after  normal  retirement  age. 

Fourth,  if  older  workers  are  transferred  to  less  taxing  jobs  or  are 
encouraged  to  work  part  time,  the  final  average  earnings  formula,  based 
on,  for  example,  the  last  five  years'  earnings,  may  have  to  be  modified 
to  formulas  such  as  the  kaest  five  of  the  last  10  years  of  service. 

Finally,  a  problem  may  arise  with  regard  to  discrimination  among 
employees  because  of  postponed  retirement.  If  pension  contributions  are 
not  required  past  age  65  and  are  required  for  those  before  age  65,  to 
employ  those  over  65  may  cost  less.  In  the  CPP,  a  person  can  defer  the 
retirement  pension  to  age  70  with  the  result  that  contributions  may  be 
made  to  obtain  a  higher  pension.  The  United  States  is  now  considering 
changing  the  law  to  prohibit  the  exclusion  from  pension  plans  of  em- 
ployees hired  within  five  years  of  normal  retirement  age. 

Early  Retirement 

Turning  fron  postponed  retirement  to  early  retirement,  the  prin- 
cipal effect  on  pensions  is  in  the  area  of  cost.  Just  as  postponed 
retirement  without  actuarial  adjustment  decreases  pension  costs,  early 
retirement  without  actuarial  adjustment  increases  cost.  First,  the 
earlier  people  retire,  the  longer  they  will  need  retirement  income. 
Second,  the  problem  of  inflation  becones  greater  because  the  purchasing 
power  of  a  pension  will  be  eroded  in  times  of  high  inflation.  The  cost 
depends  on  the  benefit  formula  in  the  pension  plan  and  also  on  whether 
the  cost  is  expressed  as  a  single  payment  or  as  level  payments  over  the 
working  lifetime  of  the  anployees. 

If  the  pension  payable  on  early  retirement  is  the  actuarial  equiva- 
lent of  the  pension  earned  for  service  to  retirement  date,  the  cost  of 


102 


early  retirement  is  theoretically  nil.  In  the  following  calculations  we 
assume  that  tJie  early  retirement  pension  is  derived  from  the  benefit 
formula  of  the  plan  without  actuarial  or  other  adjustment. 

Table  4  compares  the  cost  of  early  and  late  retirement,  using  a 
number  of  different  interest  rates  and  current  mortality  assumptions. 
The  table  uses  a  pension  cost  index  of  100  at  age  65  and  compares  with 
that  cost  index  the  cost  of  providing  the  same  dollar  amount  of  pension 
at  otlier  ages.  The  calculations  ignore  the  possible  existence  of  death 
benefits  payable  on  death  before  or  after  retirement. 

Table  4 

Early  and  Late  Retirement  Factors  -  Cost  of  Fixed  Pension  Benefit 

(Relative  to  Retirement  Age  65  =  100) 


Retirement 
age 

Interest  rate 

5 

6 

7 

8 

9 

10 

(Number) 

(Per 

cent) 

Males 

50 

349.49 

390.73 

437.79 

491.32 

552.26 

621.27 

55 

241.26 

259.80 

280.14 

302.37 

326.68 

353.14 

60 

159.85 

165.87 

172.23 

178.89 

185.92 

193.25 

65 

100.00 

lUO.OO 

100.00 

100.00 

100.00 

100.00 

70 

57.70 

55.59 

53.54 

51.54 

49.62 

47.74 

Females 

50 

297.08 

331.90 

371.82 

417.47 

469.55 

528.84 

55 

213.56 

229.78 

247.66 

267.30 

288.83 

312.36 

60 

149.15 

154.67 

160.52 

166.70 

173.21 

180.04 

65 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

70 

63.21 

60.97 

58.77 

56.63 

54.53 

52.48 

Mortality:  GA  71 

Formula:      Da/  D,^a,^ 
X  X  '      65  65 

Source     Laurence  Coward 


Table  4  shows,  for  example,  that  using  a  5  per  cent  interest 
assumption,  a  reduction  in  retirement  age  for  males  to  60  from  65  would 
add  59.85  per  cent  to  pension  costs.  Similarly,  an  increase  in  retire- 
ment age  to  70  from  65  would  reduce  the  pension  cost  by  42.3  per  cent 
using  the  same  assumption.  Note  that  Table  4  does  not  show  the  amount 
required  at  age  60  to  buy  a  pension  starting  at  age  60  as  a  percentage 
of  the  amount  required  at  age  65  to  buy  a  pension  commencing  at  age  65. 
Table  4  shows  tlie  ratio  of  the  amounts  required  at  the  same  time  to 
purchase  pensions  beginning  at  age  60  and  65. 

The  cost  figures  quoted  in  Table  4  assume  that  the  amount  of 
pension  in  dollars  provided  at  the  different  ages  remains  the  same. 
Most  private  jaension  plans  provide  a  defined  unit  of  pension  benefit  for 
each  year  of  service.  If  the  retirement  age  is  reduced  or  increased, 
the  members  will  have  fewer  or  more  years  of  service  and  therefore  lo\^r 
or  higher  dollar  amounts  of  pension.  For  example,  an  entrant  at  age  30 
who  retires  at  age  60  would  have  30  years  of  pensionable  service,  but 
one  vho  retires  at  age  65  would  have  35  years.     Thus  the  pension  at  age 
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60  would  be  30/35t±is  of  the  pension  at  age  55.  The  ratio  of  59.85  per 
cent  mentioned  above  would  be  reduced  to  37.01  per  cent.  Similarly,  an 
increase  in  retirement  age  to  70  from  65  would  reduce  pension  costs  by 
34.1  per  cent  if  allowance   is  made  for  length  of  service. 

The  lump-sum  costs  of  pension  benefits  are  usually  of  less  concern 
to  the  employer  tlian  the  annual  costs  that  must  be  paid  while  the  em- 
ployee is  working  to  finance  his  pension.  Table  5  compares  the  rates  of 
contribution  required  for  various  retirement  ages  with  the  assumption 
that  the  pension  is  a  fixed  amount  for  each  year  of  service.  This  table 
shows,  for  example,  that  for  a  male  whose  service  starts  at  age  30, 
using  a  5  per  cent  interest  assumption,  the  annual  cost  of  providing  a 
pension  of  30  units  at  age  60  is  44.81  per  cent  higher  than  the  annual 
cost  of  providing  a  pension  of  35  units  at  age  65.  For  such  a  person, 
the  cost  of  a  pension  of  40  units  at  age  70  is  36.47  per  cent  lower  than 
the  cost  of  a  pension  of  35  units  at  age  65. 

Table  5  is  thus  applicable  to  a  simple  type  of  flat  benefit  plan 
when  the  pension  is  strictly  proportionate  to  length  of  service.  When 
pensions  are  related  to  salary,  the  costs  depend  on  the  salary  his- 
tory of  the  onployees  as  well  as  the  plan  formula  and  the  various  plan 
updatings. 

Table  5 

Early  and  Late  Retirement  Factors  -  Annual  Cost 
of  Pension  Benefits  Proportionate  to  Service 
(Relative  to  Retirement  Age  65  =  100) 


5 

7 

9 

(Per  cent) 

Service  starts 

at 

20 

Retirement 

at 

50 

266.24 

317.62 

388.13 

55 

201.93 

227.73 

260.82 

60 

146.49 

155.80 

166.90 

65 

100.00 

100.00 

100.00 

70 

62.78 

58.83 

54.82 

Service  starts 

at 

30 

Retirement 

at 

50 

257.40 

301.46 

361.56 

55 

197.37 

220.08 

249.22 

60 

144.81 

153.20 

163.31 

65 

100.00 

100.00 

100.00 

70 

63.53 

59.79 

55.92 

Service  starts 

at 

40 

Retirement 

at 

50 

247.12 

282.81 

330.58 

55 

191.95 

210.92 

235.11 

60 

142.75 

150.00 

158.74 

65 

100.00 

100.00 

100.00 

70 

64.49 

61.05 

57.42 

Mortality:      GA  71 

Formula:       [  (R-E)xN^g-Nj^)  ]    /    [  (65-E)xNg5/(Ng-Ng5) 

Source  Laurence  Coward 
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The  benefits  provided  by  employment  pension  plans  are  generally 
linked  in  some  way  to  the  level  of  final  average  earnings  while  the 
employee  is  in  active  service.  The  linkage  may  be  explicit  in  plans 
based  on  final  average  earnings;  it  may  be  implicit  in  plans  based 
on  career  average  earnings  or  flat  dollar  amounts  since  such  plans 
are  usually  upgraded  periodically  to  reflect  current  earnings  levels. 
Assuming  that  inflation  continues,  if  the  retirement  age  is  reduced 
or  increased,  the  earnings  base  used  in  the  pension  calculation  will 
be  lower  or  higher  (respectively)  than  if  no  change  had  been  made. 
Although  this  may  initially  appear  to  produce  a  reduction  in  cost  if  the 
retirement  age  is  reduced,  any  such  reduction  is  likely  to  be  offset  by 
the  cost  of  any  indexing  provided  to  compensate  for  inflation  after 
retirement  (if  the  indexing  begins  with  early  retirement).  Similar 
arguments  can  be  made  on  the  apparent  decrease  in  cost  if  retirement  age 
is  increased. 

The  current  practice  of  many  onployers  in  tlie  area  of  early  retire- 
ment is  to  adopt  or  introduce  into  their  pension  plan  different  forms  of 
"subsidized"  early  retirement,  for  example,  allowing  plan  members  to 
retire  early,  with  an  immediate  pension  which  has  a  greater  actuarial 
cost  than  their  accrued  pension  payable  at  normal  retirement.  The 
subsidy  may  take  the  form  of  smaller  reductions  in  the  accrued  pension 
than  wDuld  be  actuarially  necessary,  or  no  reduction  after  a  certain 
age,  a  certain  period  of  service  or  a  combination  of  age  and  service. 
In  addition,  some  form  of  "bridging"  benefit  may  be  paid  between  early 
retirement  and  age  65  as  a  temporary  replacement  for  government  benefits 
which  are  not  payable  until   then. 

These  features  have  been  introduced  both  as  a  result  of  union  pres- 
sure and  unilateral  action  by  employers.  Pension  costs  therefore  have 
been  increased,  depending  on  the  extent  the  subsidized  early  retirement 
provisions  have  been  used.  However,  because  of  recent  higher  rates  of 
inflation  and  the  shortage  of  secondary  part-time  jobs  which  would 
be  attractive  to  such  early  retirees,  the  use  by  employees  of  subsi- 
dized early  retirement  provisions  has  been  lower  than  was  originally 
anticipated.  As  a  result  of  the  lower  utilization  and  the  greater 
opportunities  provided  to  retire  older  non-productive  workers  early  on  a 
reasonable  pension,  most  onployers  seem  to  have  accepted  the  additional 
cost  of  subsidized  early  retirement  without  undue  alarm.  There  is  a 
risk  that  pension  costs  will  be  greatly  increased  at  some  future  date 
when  large  numbers  of  onployees  elect  to  retire  early. 

Professor  Pesando  found  evidence  that  employees  ultimately  will 
bear  a  large  portion  of  any  increase  in  costs  as  a  result  of  early  re- 
tirement. He  also  noted  other  implications.  First,  the  cross-subsidies 
implicit  in  defined  benefit  plans  are  likely  to  be  accentuated  as  those 
who  opt  for  early  retirement  earn  a  higher  implicit  rate  of  return  on 
their  pension  contributions.  Second,  there  will  be  increased  pres- 
sure to  lower  the  age  of  entitlement  to  government  benefits  which  is 
discussed   in  the  next  section.      Third,    the   availability  of   unreduced 
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benefits  imposes  an  effective  tax  on  the  earnings  of  those  employees  who 
do  not  elect  early  retirement.  A  deterrent  to  tiie  exercise  of  the  early 
retirement  option  is  fear  about  the   effect  of  high  inflation. 

Government  Programs 

A  most  important  issue  relating  to  retirement  age  is  the  effect  of 
early  or  postponed  retirement  on  the  design  of  government  retirement  in- 
cone  programs  and  benefits.  At  present,  the  age  of  65  is  the  qualifying 
aqe  for  most  retirement  benefits,  except  tlie  Spouse's  Allowance  program, 
which  is  paid  at  age  60  to  spouses  of  Old  Age  Security  pensioners.  Age 
65  has  developed  as  a  notional  age  of  retirement,  whether  or  not  it 
reflects  individual  preferences.  Two  broad  questions  arise.  Should 
benefits  commence  at  age  65  if  one  has  postponed  retirement  and  should 
benefits  commence  earlier  if  one  has  retired  earlier?  A  truly  flexible 
system  would  adjust  both  ways,  but  this  may  not  be  equitable.  For 
exanple,  all  persons  over  65  obtain  free  prescription  drugs  in  Ontario. 
This  is  an  age-related  benefit  that  is  provided  whether  one  retires 
or  not.  There  would  be  an  inequity  if  free  drugs  were  given  merely 
because  one  retires.  Defining  who  is  retired  is  not  simple.  One  may 
be  retired  from  one  career  and  beginning  another;  one  may  be  retired 
froB  a  main  occupation  and  yet  continue  with  other  employment;  and 
housewives  may  never  "retire."  If  retirement  is  the  determining  factor, 
a  test  would  have  to  be  developed  to  decide  v^o  is  retired,  for  example, 
by  limiting  the  amount  of  earnings  one  is  permitted  and  in  order  to 
qualify  for  benefits.  An  earnings  or  retirement  test  is  based  on  the 
philosophy  that  one  group  of  workers  ought  not  to  subsidize  another 
group  of  workers.  It  also  ensures  that  benefits  are  paid  when  one 
withdraws  from  tlie  work-force.  A  1974  survey  of  social  insurance  in 
more  than  100  countries  found  that  80  per  cent  of  the  systems  had  some 
form  of  retirement  test.  (26)  In  the  United  States,  the  social  security 
program  provides  for  deductions  from  benefits  payable  before  age  70 
if  a  recipient  has  earnings  above  a  certain  level.  That  provision  is 
criticized,  however,  for  taking  into  account  earned  income  but  not 
other  fonns  of  incane.(27)  To  replace  an  earnings  test  with  an  income 
test  would  mean,  of  course,  that  the  purpose  of  social  security  as  a 
replacement  of  earnings  from  work  would  have  to  be  redefined  in  terms  of 
income  maintenance,  or  welfare. 

In  Canada,  the  retirement  and  earnings  tests  were  removed  in 
1975  for  Canada  Pension  Plan  benefits  and  in  1977  for  Quebec  Pension 
Plan  benefits.  There  is  a  full  discussion  of  the  earnings  test  in  the 
CPP  in  the  Canada  Pension  Plan  volume  of  this  Report.  In  Canada,  CPP 
benefits  may  be  seen  to  be  "earned"  because  they  were  contributed  in 
the  past  and  are  payable  \4iether  a  person  works  after  age  65,  rather 
than  as  "insurance"  -  where  benefits  are  payable  when  the  insured  risk 
occurs,  that  is,  the  risk  of  not  working.  The  Old  Age  Security  pension 
is  paid  at  age  65  regardless  of  earnings.  Once  the  retirement  pension 
is  claimed,  no  further  contributions  are  made  to  the  CPP,  even  if  one 
continues  to  work.  A  CPP  contributor  may  continue  to  work  and  not  claim 
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the  pension,   witli  tJie  possible  result  of    increasing    the   amount  of    the 
CPP  retirement  l^enofit. 

Professor  Pesando  has  examinee^  tlie  alternatives  of  raising  the  age 
when  one  receives  social  security  benefits  and  of  introducing  an  income 
test  for  OAS  and  CPP  benefits.  He  concludes  diat  each  of  these  serves 
as  a  tax  on  those  who  continue  to  work  after  age  65  and  would  be  a 
strong  incentive  not  to  remain  in  the  labour  force.  On  the  other  hand 
such  measures  would  relieve  the  tax  burden.  He  states  tJiat  providing  an 
actuarial  increase  to  tliose  postponing  retiranent  would  be  costless  and 
a  clear  signal  of  the  government's  intention  to  encourage  work  by  those 
aged  65  and  over. 

Except  for  tlie  demand  for  an  actuarial  increase  if  one  postpones 
receiving  benefits  and  does  not  continue  to  make  CPP  contributions, 
postponed  retirement  does  not  pose  any  major  problem  to  public  programs. 
Greater  pressures  for  change  are  likely  to  be  exerted  by  demands  for 
early  retirement.  There  is  a  stronger  argument  for  actuarially  reducing 
the  benefit  and  paying  it  before  age  65  because  such  reduction  will  tend 
to  serve  those  retiring  because  of  ill  health  and  will  also  assist  a 
slightly  younger  spouse  to  obtain  reduced  benefits  wlien  the  older  spouse 
retires  before  age  65.  Working  will  probably  augriient  pension  income  in 
any  event. 

At  present,  a  worker  v\^o  retires  at  age  62  must  wait  three  years  to 
obtain  OAS  and  CPP  benefits.  There  is  no  provision  for  paying  CPP 
retirement  tenefits  or  OAS  benefits  before  age  65.  Sane  private  pension 
plans  provide  "bridging  supplements"  or  temporary  pension  payments  to 
cover  part  or  all  of  the  amount  to  be  payable  fron  government  sources  at 
age  65.  Unless  the  early  retirement  provisions  in  a  private  plans  are 
"bridged,"  the  decision  to  retire  early  is  dictated  by  otlier  individual 
factors,  such  as  health  and  income.  As  the  Commission's  sociologist 
found,  people  prefer  an  earlier  to  a  later  retirement  if  benefits  are 
constant,  but  they  also  prefer  a  higher  income  even  at  the  cost  of 
delaying  retirement. 

Although  extended  life  expectancy  is  an  argument  in  favour  of 
increasing  the  age  vi^en  retirement  income  froii  public  programs  becomes 
available,  the  trend  to  early  retirement  is  pronounced.  The  public 
supports  early  retirement,  and  in  fact  most  people  are  retiring  before 
age  65.  Registered  retirement  savings  programs  provide  that  an  annuity 
may  ccnunence  as  early  as  age  60. 

In  his  study  for  the  Commission,  Pesando  has  observed  that  the 
availability  of  social  security  at  age  65  has  provided  an  incentive  to 
earlier  retirement  for  those  who  might  otherwise  have  worked  beyond  age 
65.  He  refers  to  studies  which  show  that  an  increase  in  the  value  of 
social  security  entitlements  encourages  workers  to  retire  at  an  earlier 
aqe.  Thus,  lowering  the  basic  age  of  entitlement  would  encourage  ear- 
lier retirement. 
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A  second  najor  reason  for  not  lowering  the  basic  age  of  entitlement 
is  the  obvious  cost  involved,  because  benefits  are  paid  over  a  longer 
period.  Tfliis  cost  might  be  reduced  by  income-testing  OAS  and  perhaps 
CPP;  but  Pesando  found  that  this  would  unambiguously  discourage  work 
beyond  the  basic  age  of  entitlement.  Such  reduction  in  wDrk  translates 
into  a  lower  tax  base  to  which  benefits  are  ultimately  tied. 

If  the  basic  age  of  entitlement  is  not  lowered,  the  question  arises 
whether  Canada  Pension  Plan  retirement  benefits  and  Old  Age  Security 
pensions  should  be  paid  between  age  60  and  65  on  an  actuarially  reduced 
basis.  Since  some  groups  of  workers  have  shortened  life  expectancies 
and  some  individuals  have  health  problems,  s^ich  may  shorten  life  ex- 
pectancy, it  appears  equitable  to  permit  the  earlier  take-up  cption.  In 
addition,  poor  health  is  one  of  tlie  chief  reasons  for  early  retirement. 
Furthermore,  the  costs  would  be  the  same  if  there  were  an  actuarial 
reduction.  However,  this  provision  wDuld  also  be  available  to  workers 
regardless  of  the  reason  for  early  retirement.  This  may  not  be  as 
tempting  as  it  first  appears,  because  the  basic  retirement  benefit  of 
the  CPP  rises  each  year.  For  example,  the  worker  who  retires  in  1981 
will  have  a  higher  initial  starting  pension  than  one  who  retired  in 
1980.  Because  basic  pension  benefits  are  based  on  the  YMPE,  which  is 
rising  each  year,  the  CPP  operates  like  a  final  average  earnings  plan. 
As  long  as  the  salary  on  which  the  pension  is  based  continues  to  rise, 
fcienefits  increase  by  prolonging  retirement  up  to  the  maximum  permitted. 


The  maximum  initial  monthly  retirement  pension   for   selected   years 


is: 


1976 

$154.86 

1977 

173.61 

1978 

194.44 

1979 

218.06 

1980 

244.44 

A  person  vshose  CPP  pension  commenced  in  1976  would  have  received 
annual  increments  based  on  increases  in  the  Consumer  Price  Index;  but, 
as  explained  in  Chapter  10,  YMPE  escalation  is  based  on  average  wages 
and  so  includes  a  productivity  factor  as  well  as  an  inflation  factor. 
Each  year  retirement  is  postponed  therefore  gives  the  individual  the 
advantage  of  another  year's  productivity  improvement,  reflected  in  a 
higher  initial  monthly  pension. 

To  postpone  a  CPP  retirement  pension  also  affords  an  opportunity 
for  a  wDrker,  through  further  contributory  earnings,  to  compensate  for 
sane  previous  periods  of  low  or  no  earnings  (i.e.,  periods  not  covered 
by  the  autonatic  15  per  cent  "drop-out"  provision). 

While  an  actuarial  reduction  would  not  theoretically  cost  the 
program  more,  there  would  be  a  profound  impact  on  various  other  govern- 
ment programs.  There  would  be  pressure  exerted  to  make  available  the 
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incane-tested  programs,  such  as  GIS,  as  well  as  other  benefits  such  as 
free  OHIP  coverage  and  free  drugs.  In  addition,  as  Pesando  points  out, 
lower  QftS  and  CPP  benefits  would  result  in  more  persons  qualifying  for 
incone-tested  benefits.  Ihere  would  be  a  greater  need  for  GIS  and  GAINS 
not  only  at  early  retirement  if  reduced  OAS/CPP  benefits  were  too  low, 
but  also  in  later  years  if  tlie  reduced  benefits  became  insufficient  to 
live  on  even  with  the  present  indexing   formula. 


CONCLUSION 

There  is  no  magic  in  age  65  for  the  beginning  of  retirement,  but 
the  date  is  a  convenient  social  planning  tool.  Continued  improvement 
in  health  and  extended  life  expectancy  may  in  the  future  make  age  65 
seem  an  early  notional  age  of  retirement.  However,  age  65  has  tsecome 
acceptable  as  the  age  v^en  society  will  guarantee  a  minimum  level  of 
incane  in  retirement.  Selecting  an  arbitrary  age  has  proved  more 
convenient  than  establishing  an  earnings  or  retirement  test.  Even  if 
one  wished  to  guarantee  an  inccxne  only  upon  actual  retirement,  an  age 
would  have  to  be  selected  v*iich  society  would  tolerate  as  proper.  For 
instance,  paying  "retirement"  benefits  to  someone  aged  40  would  hardly 
be  acceptable.  There  is  an  age  below  which  the  decision  to  retire 
is  generally  seen  as  a  matter  of  personal  planning,  and  above  which 
transfer  payments  are  considered  acceptable.  This  age  has  become 
65.  Raising  or  lowering  the  retirement  age  will  have  many  social  and 
economic  effects,  and  retirement  income  planning  is  one.  The  Cctnmission 
therefore  rrakes  its  recommendations  having  regard  only  to  the  provision 
of  retirement  incane. 

We  see  no  reason  to  change  age  6  5  as  the  eligibility  age  for 
OAS,  CPP,  or  other  government  benefits  at  this  time.  Furthermore, 
the  Commission  does  not  support  the  payment  of  retirement  benefits 
before  age  65.  (In  Chapter  6,  we  have  recommended  phasing  out  the 
spouse's  allowance  program.)  The  chief  reasons  for  this  position  are 
the  social  and  econcxnic  costs  associated  with  early  retirement.  Costs 
will  be  greater  because  benefits  are  paid  longer.  Early  retirement  in 
employment  plans  means  a  shorter  time  for  pension  accruals  so  that 
pension  levels  may  be  lower.  If  this  results,  there  will  be  greater 
demands  on  the  government  programs  and  a  correspondingly  lower  tax  base 
and  wDrk-force.     Larger  payments  would  also  be  required   for  indexing. 

As  for  providing  an  actuarial  reduction  or  increase  for  early  or 
postponed  retirement  in  the  CPP,  the  Commission  does  not  agree  there 
should  be  such  a  reduction  or  increase.  Even  though  there  were  no 
cost  increase  as  such,  the  impact  on  the  income-tested  programs  would 
be  great.  Lower  initial  levels  of  benefits  could  lead  to  claims  for 
income-tested  benefits  after  some  years  in  retirement,  particularly 
in  an  inflationary  environment.  We  have  seen  in  Chapter  5  how  an 
increasing  number  of  older  retirees  are  now  applying  for  GIS  for  the 
first   time.        Many  must   have   retired   with  what   they   thought  was   an 
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adequate   incone,   only   to   become  disillusioned    in   a    few  years   by   the 
rapid  loss  of  buying  pDwer  as  a  result  of  inflation. 

Although  the  Commission  favours  flexibility  in  the  individual's 
choice  of  retirement  age,  the  goal  of  flexibility  must  be  balanced 
against  the  constraints  of  overriding  social  and  economic  policies. 
Thus  the  Canmission  supports  flexibility  in  onployment  pensions,  but  not 
if  government  transfer  payments  are  required  at  an  earlier  age.  The 
Cannmission  supports  actuarial  reductions  at  the  employee's  option  for 
early  retirement  in  defined  benefit  plans  and  other  plans  between  the 
ages  of  60  and  65.  It  is  understood  that  there  is  no  increased  cost 
involved   in  such  reduction. 

The  question  of  mandatory  retirement  is  not  a  pension  issue  as 
such,  and  the  Conmission  makes  no  recommendation  regarding  it  except 
that  there  should  be  no  enrichment  of  the  pension  fund  at  the  expense  of 
an  onployee  vvho  defers  commencement  of  a  pension.  If  pensions  are  fully 
accrued  at  an  age  earlier  tlian  tliat  of  actual  retirement,  pensions  must 
be  actuarially  increased. 

The  Commission  therefore  reconmends  that: 


The  Government  of  Ontario  take  no  steps  to  lower  the  age  of  eligibility 
for  pensions  under  federal  or  Ontario  government  programs  from  the 
existing  age  of  65. 


The  Government  of  Ontario  take  no  steps  to  lower  the  age  of  eligibility 
in  either  federal  or  Ontario  government  programs  on  an  actuarially 
reduced  basis. 


The  Government  of  Ontario,  in  the  absence  of  strong  evidence  of  a  need 
to  encourage  work- force  participation  beyond  age  65,  take  no  steps  to 
provide  actuarially  increased  benefits  in  either  federal  or  Ontario 
government  programs  if  taking  of  benefits  is  delayed  past  age  65,  except 
to  the  extent  it  now  exists  in  the  Canada  Pension  Plan. 


The  Pension  Benefits  Act  be  amended  to  create  an  cption  for  every  member 
of  an  anployment  pension  plan  to  elect  early  retirement  under  the  plan 
on  an  actuarially  reduced  basis  at  any  time  between  age  60  and  age  65  or 
the  normal  retirement  age  under  tlie  plan,  whichever  is  the  earlier. 
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The  Pension  Benefits  Act  be  amended  to  create  an  option  for  every  member 
of  an  employment  pension  plan  who  continues  to  work  after  r>ormal  retire- 
ment age  under  tlie  plan  to  postpone  taking  of  Uie  pension  beyond  normal 
retirenent  age  and  to  accrue  an  actuarial  increase  in  the  pension  until 
retironent. 


Ill 
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Chapter  16 

Women  and  the  Provision  of 
Retirement  Income 


In  other  sections  of  this  report  the  discussion  has  touched  on 
statistical  and  other  evidence  that  women,  as  a  group,  receive  lower 
benefits  than  men  from  arrangements  for  the  provision  of  retirement 
income.  In  this  chapter,  the  Commission  draws  together  the  various 
observations  and  examines  their  implications  for  employment  pension 
planning  and  pension  legislation. 

Pension  plans  and  other  retiranent  arrangements  are  not  inherently 
discriminatory  against  women.  Rather,  the  design  and  operation  of 
retiranent  arrangements  today  often  coiibine  to  result  in  women's  obtain- 
ing only  minimal  retirement  income.  Most  women  have  lower  earnings  than 
men  and  therefore  have  less  potential  pension  income.  Women  form  the 
majority  of  single  CIS  recipients.  However,  all  persons  with  low  earn- 
ings receive  less  pension  inccme,  and  many  single  men  in  retirement  do 
not  have  an  adequate  retirement  incone.  In  most  aspects,  therefore,  it 
is  not  so  much  that  wanen  receive  unfair  treatment  compared  to  men,  but 
rather  that,  as  a  vsiiole,  vonen  are  disadvantaged  by  existing  retirement 
arrangements,   as  workers,   hcxnemakers,   and  widows. 

The  greatly  increased  participation  of  women  in  the  work-force 
points  to  a  future  in  which  the  emphasis  will  be  turned  from  women 
as  dependents  to  wcxnen  as  vsorkers.  Pensions  are  designed  to  provide 
replacement  of  income  for  workers  when  they  retire.  Women  as  workers 
will  earn  retirement  income  in  the  form  of  pensions  in  their  own  right. 
The  rate  of  change  to  thinking  of  w:xnen  as  workers  and  not  as  dependents 
will  be  governed  by  economics  and  the  ability  of  the  women's  movement 
to  maintain  its  momentum.  There  will  perhaps  be  a  long  period  of 
readjustment  in  which  many  women  will  continue  in  the  life  pattern 
applicable  to  today's  elderly  wonen,  while  others  who  are  able  to  have  a 
worklife  of   full  anployraent  may  enjoy  a  reasonable   level  of    income   in 
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retiranent.  Women  vho  vvork  part-time  or  only  after  their  child-rearing 
years  will  fall  somewhere  between  the  two  extremes.  It  is  important 
therefore  to  recognize  the  disparities  among  different  groups  of  women 
so  that  future  arrangements  will  allow  for  these  disparities.  For 
example,  the  Cofirentes  Report  recommended  that  survivor  benefits  under 
the  QPP  be  for  only  a  short  term,  in  anticipation  of  re-entry  to  the 
work-force.  This  proposal  acknowledges  the  wanan  as  wDrker,  but  ignores 
the  fact  that  many  wonen,  especially  in  the  older  age  cohorts,  are  not 
yet  able  to  enter  easily  into  the  work- force. 

The  following  discussion  shows  the  present  position  of  women  both 
as  dependents  and  as  workers  in  relation  to  anployment  pension  plans  and 
government  programs.  It  also  repeats  the  Commission's  recommendations 
to  facilitate  the  shift  in  women's  position  in  the  future.  In  many 
instances  the  reccrtimendations  are  reciprocal  in  their  effect  for  men, 
since  women  as  workers  may  also  have  dependents  who  will,  for  example, 
benefit  fron  survivor  options. 


WQMEN  AND  EMPLDYMENT  PENSIONS 

As  we  have  seen,  employment  pensions  have  been  designed  for  middle 
and  upper-incone  full-time  employees  with  long  service,  t^^pically  male, 
who  provide  for  the  support  of  a  family.  The  stereotypes  of  women 
as  economically  dependent  upon  male  breadwinners  or  as  a  secondary 
wage  earner  have  an  underlying  assumption  that  women  need  not  save 
for  retirement  and  may  rely  upon  the  male  breadwinner  to  do  so.  This 
assumption  ignores  the  large  numbers  of  working  women  who  will  remain 
single  or  divorced  or  becane  widowed  long  before  retirement  age.  Many 
vonen  v^o  accepted  these  assumptions  earlier  are  now  suffering  from  the 
inadequacies  of  present  arrangements  for  surviving  spouses. 

It  is  evident  from  many  briefs  to  this  Commission  by  organiza- 
tions involved  in  the  pension  industry,  such  as  Canadian  Institute  of 
Actuaries,  Canadian  Life  Insurance  Association,  Canadian  Manufacturers' 
Association,  and  Trust  Conpanies  Association,  that  the  position  of  wcxnen 
is  not  seen  as  an  issue  in  future  pension  planning.  When  the  matter  is 
addressed,  it  is  in  terms  of  the  dependent  stereotype  -  that  is,  women 
are  not  considered  as  pension  plan  members,  but  only  as  survivors  of 
plan  members.  As  such,  a  ccsnmon  recommendation  fron  the  industry  might 
urge  an  autonatic  joint-life  provision  in  plans,  but  no  discussion  is 
found  viiich  relates  the  provisions  of  pension  plans  to  women's  need, 
desire,  and  ability  to  provide  for  their  own  financial  security.  But 
while  "wonen"  might  not  be  an  issue  for  the  pension  industry,  it  is 
clear  fron  the  more  than  90  submissions  fron  individual  women  and  wom- 
en's organizations  that  pensions  are  indeed  an  issue  for  women.  These 
submissions  deal  with  the  whole  range  of  issues  facing  pension  planners 
today  -  coverage,  vesting  and  locking-in,  portability,  indexing,  benefit 
calculation,   and  supplementary  benefits. 
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Wonen  in  the  Work- force 

The  stereotype  of  women  as  dependents  belies  the  phenomenal  rise 
in  the  attachment  of  women,  particularly  married  women,  to  the  paid 
work-force.  In  the  1920s,  only  about  three  per  cent  of  married  women 
were  in  the  work-force.  Since  that  time  the  growth  in  the  married 
segment  has  fundamentally  altered  the  composition  of  the  female  labour 
force,  to  the  point  that  since  1966,  married  women  have  constituted 
more  than  half  of  the  female  labour  force.  By  1978,  60.3  per  cent  of 
women  in  the  labour  force  in  Ontario  were  married,  29.9  per  cent  were 
single,  and  9.8  per  cent  were  widowed  or  divorced.  Ttiday,  of  the  total 
work- force,  two  workers  in  five  are  women,  the  proportion  of  women  to 
men  having  doubled  since  1941. 

Many  hold  that  in  times  of  econonic  downturn,  women,  particularly 
married  wcmen,  are  drawn  into  the  labour  force  to  supplement  family 
earnings;  and  when  the  economy  improves,  they  retire  to  their  home- 
making  roles  in  the  unpaid  sector.  Participation  rates  show  that  this 
is  not  necessarily  so.  Historical  figures  for  female  labour  force 
participation  rates  show  a  steady  climb  regardless  of  the  underlying 
econonic  performance.  When  participation  rates  are  contrasted  with 
year-over-year  percentage  increases  in  Gross  National  Product,  Consumer 
Price  Index,  and  wages,  salaries  and  supplementary  labour  income,  there 
is  no  correlation.  Even  in  the  age  groups  25-34  where  we  might  expect 
mothers  to  remain  at  home  because  of  family  responsibilities,  the  par- 
ticipation rate  of  wrxnen  has  climbed  from  52.9  per  cent  in  1975  to  59 
per  cent  in  1978.(1)  While  the  rates  for  married  women  are  lower  than 
those  of  single,  widowed,  or  divorced  women  in  the  middle  age  ranges, 
they  are  sufficiently  high  to  refute  the  assumption  that  married  women 
are  entirely  dependent  on  the  male  "breadwinner."  Between  the  ages  of 
25  and  44,  63.6  per  cent  of  wcmen  in  Ontario  work,  conpared  to  47.7  per 
cent  between  45  and  64.(2)  Short-term  econonic  rewards  are  not  the  sole 
motivation  for  entering  the  labour  force.  Women  are  working  for  a 
number  of  the  same  reasons  that  men  do  and  are  in  the  paid  labour  force 
to  stay.  In  1976,  the  Econonic  Council  of  Canada  offered  a  number  of 
reasons  for  the   increasing  participation  rates  of  wanen: 

"...while  there  has  been  a  relative  decline  for  some  years  in  the 
kinds  of  physical  jobs  that  are  traditionally  looked  upon  as  a  male 
preserve  -  farming,  fishing,  logging  and  mining  -  employment  has 
expanded  sharply  in  white-collar  occupations  —  and  in  clerical, 
service  and  recreation  jobs.  Second,  rising  costs  are  encouraging 
employers  to  develop  part-time  work  or  short-term  jobs  that  permit 
the  employment  of  vonen  who  are  prepared,  at  least  for  the  moment, 
to  accept  fairly  low  remuneration  in  return  for  more  flexible 
employment  arrangements  that  meet  the  needs  of  their  immediate 
family  circumstances.  But  of  probably  even  greater  significance 
are  the  social  and  cultural  developnents  that  have  altered  women's 
perceptions  of   their   role    in   society,    which,    coupled  with  more 


117 


effective  birth-control  methods,   have    led    to   reduced   emphasis   on 
child-bearing  and   to  greater  career  orientation." (3) 

This  participation  of  women  is  likely  to  continue.  Dr.  Kubat, 
sociologist  to  the  Commission,  in  his  background  study  on  Canadian 
occupational  structures  (Volume  IX)  concludes  that  the  composition  of 
the  labour  force  will  tend  towards  an  even  distribution  between  the 
sexes  with,  however,  some  under-representation  of  wanen  of  child-bearing 
age  (25  to  35).  Labour  force  participation  for  vionen  will  stabilize  at 
about  60  per  cent  during  the  child-bearing  ages  and  will  tend  to  be 
equally  distributed  by  sex,  economic  conditions  permitting,  for  the 
other  wDrking  life  age  groups. 

Although  more  women  are  joining  the  work- force,  they  are  less 
likely  to  be  irembers  of  a  pension  plan.  Ihe  Commission's  coverage  study 
prepared  by  Vfeitz  (in  Volume  VIII)  showed  that  60  per  cent  of  men  and  40 
per  cent  of  wcmen  in  the  target  population  were  members.  If  the  figures 
for  public  sector  coverage  are  removed,  about  50  per  cent  of  men  and 
about  22  per  cent  of  wcjtien  working  in  the  private  sector  are  members  of 
a  pension  plan. 

In  addition,  wcsnen's  coverage  patterns  differ  from  men's.  Male 
coverage  increases  steadily  fran  ages  18  to  64.  Female  coverage  falls 
off  between  ages  35  to  44,  reflecting  the  effect  of  child-rearing,  and 
employment  on  a  part-time  or  short-service  basis.  There  is  a  greater 
incidence  of  part-time  work  for  women  than  men.  The  Weitz  coverage 
study  showed  that  13.7  per  cent  of  wcmen  (2.5  per  cent  of  men)  employed 
in  the  public  sector  worked  part-time,  and  20.1  per  cent  of  women  (3.9 
per  cent  of  iren)  employed  in  the  private  sector  worked  part-time.  Most 
part-time  workers  are  not  eligible  to  join  a  pension  plan.  Lack  of 
coverage  arising  frcm  the  exclusion  of  part-time  workers  fron  onployment 
pension  plans  primarily  affects  female  workers. 

When  M:men  are  members  of  pension  plans,  they  tend  to  be  in  lower- 
paid  occupations  than  men,  and  therefore  receive  lower  pensions  at 
retirement.  Sectors  employing  large  numbers  of  wanen,  such  as  sales  and 
service  occupations,  are  among  the  lowest  paying  sectors  of  the  econony. 
Even  in  sectors  considered  typically  female,  men  earn  more  than  women  in 
similarly  described  positions,  including  office  positions,  restaurant 
and  hotel  positions.  (4)  The  gap  persists  in  higher  earnings  fields, 
such  as  college  and  university  teaching.  (5)  A  Department  of  Health  and 
Welfare  study  showed  that  in  1975,  employment  pension  and  annuity  incone 
provided  14.1  per  cent  of  all  retirement  income  for  single  males  aged  66 
and  over,   and  10.2  per  cent  for  single  females. 

Women  are  less  likely  to  obtain  a  pension  because  of  their  greater 
job  mobility.  Ihe  Canmission' s  consumer  survey  showed  women  are  far 
more  likely  than  men  to  leave  the  labour  force  after  their  first  job. 
The  survey  also  showed  women  left  the  labour  force  after  one  job,  pri- 
marily to  undertake  homemaker  and  child-care  activities  and  tend  to  keep 
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their  jobs  for  storter  periods  than  men.  As  well,  the  ratio  of  women 
to  men  in  the  labour  force  decreases  over  time.  We  have  seen  tliat 
two  patterns  of  work  are  essential  to  obtain  full  pension  credits  in 
the  present  pension  design:  employment  by  one  employer  for  the  whole 
worklife,  and  an  unbroken  period  of  work  fran  oommencement  (between  18 
and  25)   to  age  65.     Vesting  rules  typically  require  continuous  service. 

Thus,  although  irore  women  are  in  the  work- force,  they  are  now  less 
likely  tlian  men  to  work  for  employers  with  pension  plans  and  less  likely 
to  be  eligible  to  join  a  pension  plan.  They  are  more  likely  to  receive 
a  lower  pension,   and  less  likely  to  obtain  any  pension  at  all. 

Part-time  Workers 

As  noted  earlier,  the  exclusion  of  part-time  workers  from  employ- 
ment pension  plans  primarily  affects  vvonen  workers. 

While  £3art-time  work  has  appeal  for  many  married  waiien  with  family 
responsibilities,  less  than  25  per  cent  of  working  women  are  in  part- 
time  anployment.  (6)  However,  the  proportion  of  such  part-time  work  in 
Ontario  is  growing  -  21.9  per  cent  in  1975,  22.4  per  cent  in  1976,  and 
23.6  per  cent  in  1977  and  1978.  For  tiiose  who  do  work  part-time,  it  is 
often  on  a  long-term  if  not  permanent  basis: 

"Approximately  28  per  cent  or  6,800  of  the  nurses  represented  by 
tlie  Ontario  Nurses'  Association  are  part-time  employees. ..  .The 
nature  of  nursing  care  demands  a  strong  contingent  of  part-time 
nurses,  and  many  long-service  nurses  serve  an  entire  career  as 
part-time  anployees  working,  for  example,  3  days  a  week  on  a  regu- 
lar basis." (7) 

Sane  anployers,  in  large  retail  stores  for  example,  have  adopted 
a  policy  of  including  part-time  workers  in  their  pension  plans  on  a 
pro  rata  basis.  For  someone  who  worked  half-time,  it  would  take  twice 
as  long  to  build  credits;  but  for  those  working  part-time  on  a  regular 
basis,  sane  access  to  the  pension  plan  is  thus  obtained.  Part  of  the 
coverage  problem  may  be  women's  own  responsibility.  Where  joining  the 
pension  plan  is  optional  many  wcsnen,  especially  part-time  workers,  are 
apt  to  refrain  from  joining.  Realization  of  the  benefits  foregone 
by  this  choice  and  a  change  in  thinking  about  the  need  for  long-term 
retirement  incaae  planning  should  help  reduce  lack  of  coverage  for  this 
reason . 

Briefs  to  the  Commission  have  recommended  coverage  of  part-time 
workers.  Enid  Edwards  (Brief  86)  works  four-fifths  time  at  Fanshawe 
College  in  London  and  was  refused  access  to  the  pension  plan  because  she 
has  a  six-week  break  in  her  employment  every  summer.  Mrs.  B.  Barnet 
(Brief  97)  is  anployed  at  Ontario  Hydro  every  morning  and  wishes  to  join 
the  pension  plan.  The  Ontario  Federation  of  Labour  (Brief  221)  and 
others  reconmend  that  any  anployee  working  half  the   regular  hours    in   a 
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year  (1,000  hours)  be  eligible  to  join  a  pension  plan.  In  addition, 
there  nay  be  classification  problems  in  some  unions.  Mr.  J.  Hoaran 
(Brief  281)  refers  to  a  "permit  man"  being  temporary  help  in  the  U.A. 
(Plumbers'  Union).  He  states  that  funds  were  contributed  by  employers 
over  two  years  on  projects,  but  the  union  had  a  seven-year  requirement 
to  obtain  any  benefit  from  the  funds.  The  Trust  Companies  Association 
(Brief  361)  submitted  that  voluntary  savings  may  be  more  important 
for  part-time  workers.  We  have  noted  earlier,  however,  that  in  the 
Conmission's  opinion,  RRSP  coverage  is  only  a  partial  solution  to  the 
coverage  problem. 

With  more  and  more  married  women  working  and  with  the  growing 
incidence  of  part-time  work,  flexibility  of  retirement  inccme  design  is 
required  to  acconmodate  the  demands  of  child- rearing  and  other  emerging 
patterns  in  the  job  market.  Kubat  observes  that  the  present-day  youth 
do  not  share  the  previous  generation's  attitudes  towards  work,  and  may 
cease  working  for  a  time  when  other  support  funds  become  available 
or  may  alternate  periods  of  work,  perhaps  in  combination  with  other 
household  members.  We  are  also  aware  of  job-sharing  proposals  to  answer 
sane  of  the  problems  fron  the  over-supply  of  teachers.  Without  some 
flexibility  in  pension  design,   such  proposals  will  be  rejected  by  most. 

The  enactment  of  the  Conmission's  mandatory  plan  (PURS)  would  make 
all  enployment  pensionable  and  would  provide  complete  portability. 
Generally  the  Ccsnmission  finds  that  there  should  be  an  acknowledgment 
that  a  pension  benefit  is  part  of  the  job  and  oonpensation  package  vAiere 
there  is  a  durable  relationship  between  employer  and  employee.  The 
Commission  supports  the  principle  that  permanent  part-time  employees 
should  be  covered  by  a  pension  plan. 

The  Commission  recanmends  that  the  Ontario  Pension  Benefits  Act  be 
amended  to  require  extension  of  eligibility  to  all  part-time  employees 
where  there  is  a  durable  employment  relationship  between  employer  and 
employee,  on  the  same  terms  and  conditions,  pro  tanto,  as  applicable  to 
full-time  anployees.  If,  however,  the  PURS  plan  is  adopted  and  covers 
part-time  employees,  a  part-time  employee  should  have  the  option  of 
refusing  to  join  the  employer's  plan,  even  if  the  plan  is  compulsory  for 
full-time  WDrkers. 

In  the  Commission's  opinion,  a  durable  relationship  can  arise 
fron  part-time  work  with  different  characteristics.  For  example, 
part-time  work  of  two  days  a  veek  continuing  for  an  indefinite  period 
by  the  anployment  contract  (sometimes  called  "permanent  part-time") 
reflects  a  durable  relationship  which  should  be  accompanied  by  pension 
eligibility  at  least  on  a  pro  rata  basis,  with  the  potential  of  earning 
sane  entitlement  to  employer  contributions.  A  durable  relationship 
may  also  arise  from  broken  periods  of  full-time  work,  such  as  those 
resulting  from  seasonal  work  or  (as  in  an  example  mentioned  above) 
a  break  in  employment  during  the  summer  months.  Precisely  how  the 
term  "durable"   is  to  be  defined  will  depend   on  whether   the  mandatory 
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plan  is  legislated.  If  PURS  is  adopted,  it  would  automatically  cover 
all  part-time  work;  in  that  event  it  would  be  possible  to  entertain  a 
somewhat  narrower  meaning  of  "durable  relationship"  for  eligibility 
conditions  in  otlier  employment  pension  plans.  However,  the  principle 
that  part-time  workers  have  a  right  of  access  to  employment-related 
pension  benefits  must  not  be  overlooked  when  considering  the  feasibility 
of  eligibility  requiranents. 

Survivor  Benefits 

The  provision  of  survivor  benefits  is  made  or  advocated  on  the 
traditional  assumption  tliat,  in  marriage,  the  husband  is  the  breadwinner 
and  the  wife  is  dependent.  It  is  assumed  that  if  a  wDrker  or  pensioner 
dies  and  wages  or  pensions  cease,  the  dependent  will  be  without  means  to 
continue  to  live  in  the  accustomed  style.  While  there  are  striking 
changes  in  wcxnen's  work  patterns,  many  wanen  today  are  in  fact  dependent 
upon  their  husbands'   wages  and  pensions. 

The  implications  of  this  dependence  are  compounded  by  the  longer 
life  expectancy  of  women.  In  1976,  life  expectancy  at  age  65  was 
13.7  years  for  men  and  17.9  years  for  women.  Furthermore,  the  gap  in 
longevity  between  men  and  women  continues  to  increase.  In  the  future, 
women  may  expect  longer  periods  of  widov^ood  occurring  at  older  ages. 

As  v\e  have  seen  from  the  earlier  detailed  discussion  of  survivor 
benefits,  almost  all  members  of  plans  in  the  public  sector  are  covered 
by  a  spouse's  pension  for  death  before  and  after  retirement.  In  the 
private  sector  in  Ontario  in  1978,  29.3  per  cent  of  members  were  in 
plans  with  no  benefit  on  death  before  retirement  and  25.4  per  cent  were 
in  plans  with  no  benefit  on  death  after  retirement.  About  30. 3  per  cent 
of  members  in  the  private  sector  (86.6  in  public  sector)  were  in  plans 
providing  a  widow's  pension  on  death  before  retirement,  and  20.7  per 
cent  (83.3  in  public  sector)  were  in  plans  providing  a  widow's  pension 
on  death  after  retirement.  However,  45  per  cent  of  private  sector 
members  had  guaranteed  terms  of  5  to  10  years  for  pension  payments.  The 
guarantee  approach  has  been  criticized  since  the  survivor  who  outlives 
the  guaranteed  term  is  not  protected.  In  considering  these  data,  it 
should  be  kept  in  mind  that  death  benefits  may  be  provided  tlirough  group 
insurance  and  tliat  the  plans  in  the  data  include  non-contributory  plans. 

The  area  of  survivor  benefits  shows  the  ambivalence  in  approaches 
between  the  notion  of  earned  rights  through  employment  and  that  of 
entitlement  based  on  the  assumed  need  of  a  dependent  spouse.  If  based 
on  earned  entitlement,  all  employees  should  receive  the  death  benefits 
provided.  If  based  on  need,  the  design  may  not  be  valid  for  the  spouses 
of  present  and  future  vomen  workers,  although  still  valid  for  today's 
elderly.  The  Commission  endorses  the  attitude  that  over  time  there 
should  be  a  move  away  from  the  rationale  of  need  because  of  marital 
dependency.  Eventually  survivor  benefits  might  be  phased  out,  except  as 
an  option. 
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However,  today's  elderly  suffer  as  a  result  of  inadequate  survivor 
benefits.  Not  all  surviving  spouses  have  such  benefits,  and  such 
pensions  are  often  small.  Survivor  pensions  typically  provide  50  per 
cent  of  the  accrued  pension  benefit,  which  itself  may  be  minimal.  Thus 
the  existence  of  a  widow's  pension  of  60  per  cent  (which  the  Commission 
favours)  or  75  or  even  100  per  cent,  is  no  assurance  of  an  adequate 
level  of  survivor  incane.  For  those  dying  before  retirement,  except  in 
the  years  close  to  retirement,  the  needs  of  a  survivor  may  be  better 
served  by  group  life  insurance.  The  Commission  does  not  favour  a 
mandatory  joint  and  survivor  option  for  anployment  plans  in  the  event  of 
death  after  retirement  because  other  arrangements  to  provide  income  may 
have  been  made  by  tlie  spouses,  one  spouse  may  be  known  to  have  a  short- 
ened life  expectancy  and  in  light  of  the  Commission's  recommendations 
for  a  mandatory  plan. 

The  Commission  tlierefore  has  reconmended  that  certain  minimum  bene- 
fits be  provided  on  death  both  before  retirement  and  after  retirement. 
The  detailed  discussion  of  these  recommendations  is  to  be  found  in 
Chapter  11  (Volume  II).  These  measures  will  primarily  assist  women  who 
lose  a  spouse  after  retirement  or  in  the  years  just  prior  to  retirement. 

For  the  long  term,  the  Canmission  favours  an  approach  v^ich  would 
end  discrimination  on  the  basis  of  marital  status  in  pension  plans. 
This  could  be  achieved  by  adopting  the  ERISA  approach  to  elections, 
so  that  spouse's  benefits  are  provided  at  equal  cost  to  the  employer 
for  married,  unmarried,  divorced,  and  widowed  employees.  Benefits 
for  spouses  would  then  be  provided  as  decided  by  the  spouses.  This 
approach  is  in  step  with  the  splitting  of  CPP  credits  on  divorce,  the 
increased  female  participation  in  the  work-force,  and  the  Cofirentes 
recommendation  for  short-term  survivor  benefits.  However,  the  principle 
of  need  assumed  fran  marital  status  is  firmly  entrenched  in  employment 
pension  plans,  particularly  in  the  public  sector,  and  will  die  hard. 
The  Commission  recommends  that  the  government  take  no  new  steps  to 
support  the  assumed  need  principle  in  pension  design.  Where  actual 
need  exists,  it  is  to  be  hoped  that  individual  married  couples  will 
exercise  available  options  to  fill  their  particular  needs.  The  dependent 
spouse  should  have  a  right  to  share  in  the  election.  Pension  designers 
should  recognize  the  need  for  flexibility  in  the  survivor  provisions 
and  monitor  life  patterns  with  a  view  to  altering  the  position  as  new 
patterns  of   independence  of  spouses  emerge   in  the  future. 

Anti-Discrimination  Legislation 

Prior  to  1975,  many  pension  plans  provided  different  terms  and 
benefits  for  male  and  female  employees.  Although  equal  opportunity 
legislation  in  Ontario  was  enacted  in  1951,  an  exemption  existed  until 
1975  for  discrimination  on  account  of  sex  or  marital  status  in  any  bona 
fide  pension  fund  or  plan.  The  Task  Force  on  Employee  Benefits  under 
Part  X  of  the  Employment  Standards  Act  studied  equal  treatment  in  its 
report  of  ^ril,   1975.     Most  of   its  reconmendations  \vere  enacted   in  1975 
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by  the  Employment  Standards  Act  so  that  there  shall  be  no  differen- 
tiation on  account  of  sex  or  marital  status  in  any  fund  or  plan  provided 
by  an  employer  to  employees  under  a  condition  of  employment  or  in  which 
an  employee  elects  to  participate.  However,  certain  exemptions  are 
permitted,  and  the  prohibition  does  not  apply  to  the  following  if  the 
differentiation  is  determined  upon  an  actuarial  basis: 

1.  monthly  or  periodic  amounts  provided  under  a  money-purchase, 
profit  sharing  or  ccmposite  pension  plan; 

2.  benefits  provided  under  additional  voluntary  employee  pay-all 
pension  plans  or  under  voluntary  additional  contribution 
features; 

3.  the  conversion  of  normal  pension  benefits  under  an  option 
contained   in  a  pension  plan; 

4.  the  conversion  of  normal  pension  benefits  because  of  the  re- 
tirement of  an  employee  before  or  after  the  normal  retirement 
date; 

5.  a  differention  in  the  rates  of  contribution  of  an  employer  to  a 
pension  plan  in  order  to  provide  equal  benefits  under  the  plan; 

6.  an  increase  in  benefits  payable  to  an  employee  because  the 
employee  has  a  dependent  spouse; 

7.  any  benefits  payable  periodically  to  a  surviving  spouse  of  a 
deceased  anployee; 

8.  a  differentiation  in  the  contribution  rates  of  an  employer  to  a 
defined  benefit  plan  that  provides  an  increase  in  benefits  to 
an  anployee  because  of  marital  status  where  the  contribution 
rates  of  the  employer  differentiate  between  employees   because 

of  marital   status. 

As  we  have  seen  in  Chapter  11,  since  the  pension  benefit  takes  the 
form  of  a  lifetime  payment,  life  expectancies  are  an  essential  element 
in  calculating  the  cost  of  the  benefit.  With  female  life  expectancy 
exceeding  that  of  males  by  more  than  four  years,  payments  to  women  on 
average  continue  longer,  and  therefore  pensions  for  women  cost  more. 
This  reasoning  also  applies  to  all  life  annuities  whether  purchased  in 
satisfaction  of  pension  benefits  or  BRSP  benefits. 

The  Task  Force  recognized  the  validity  of  the  use  of  statistical 
averages  and  classifications  of  sex  in  determining  the  aggregate  cost  of 
a  benefit  for  a  group  of  enployees.  The  Task  Force  distinguished  defined 
cost  and  defined  benefit.  Defined  benefit  plans  pay  the  same  benefits 
to  men  and  women,  but  contributions  vary.  In  defined  contribution  or 
money-purchase  plans,    the  contributions   are   equal    for  men  and  women. 
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but  the  benefits  are  not.  While  generally  agreeing  that  the  level  of 
benefits  should  not  vary  by  sex  nor  should  the  cost  to  the  individual 
employee  so  vary,  the  Task  Force  made  exceptions  for  money-purchase 
plans  and  features. 

The  first  four  exceptions  under  the  Employment  Standards  Act, 
set  out  above,  permit  the  use  of  different  mortality  tables  for  men 
and  vvomen.  This  means  that  women  receive  less  pension  income  than 
men  in  those  cases.  The  fifth  permits  differing  employer  contribution 
rates  for  men  and  vvomen  to  provide  an  equal  pension  benefit.  This  is 
typically  the  case  in  defined  benefit  plans,  which  cover  92  per  cent  of 
all  rtembers  of  plans  (Ontario,  1978).  Thus  it  is  legal  to  provide  an 
equal  benefit  at  an  unequal  cost  in  defined  benefit  plans  and  an  unequal 
benefit  at  equal  cost  in  money-purchase  plans. 

Those  exposing  the  unequal  benefits  and  contributions  recommend 
the  use  of  a  combined  table  of  life  expectancies  called  a  "unisex" 
table.  This  does  not  deny  that  women  live  longer,  but  requires  that 
the  cost  of  a  life  annuity  be  based  on  a  group  of  both  sexes  rather  than 
a  division  into  two  groups  by  sex.  The  blending  of  two  groups  with 
different  characteristics  for  rating  purposes  is  not  unknown.  One 
exanple  frequently  cited  results  from  the  prohibition  under  U.S.  law 
of  different  mortality  tables  for  blacks  and  whites,  although  life 
expectancies  for  blacks  and  whites  in  the  United  States  are  known  to  be 
different. 

In  the  United  States,  the  Equal  Employment  C^portunity  Commission 
issued  a  guideline  in  1972,  stating  that  benefit  levels  must  be  equal, 
regardless  of  greater  cost  with  respect  to  one  sex  than  another.  The 
Supreme  Court  of  the  United  States  in  City  of  Los  Angeles  v.  Marie 
Manhart  et  al.  found  a  contributory  defined  benefit  plan  to  be  dis- 
criminatory in  requiring  15  per  cent  higher  contributions  for  female 
employees  than  male  employees.  The  court  found  that  discrimination 
existed  by  applying  the  general  characteristic  of  female  longevity 
to  individual  female  employees,  who  in  reality  may  not  outlive  male 
employees.  The  court  relied  heavily  on  the  fact  that  the  benefit 
or  contribution  differential  was  based  on  the  life  expectancy  of  the 
"average"  man  and  "average"  wanan.(8)  The  court  emphasized  that  in  a 
population  of  1,000  men  and  1,000  women  age  65,  84  per  cent  of  the  wanen 
would  die  in  the  same  year  as  84  per  cent  of  the  men.  The  court  found 
this  stereotyping  on  the  basis  of  sex   to  be  discriminatory. 

Although  Ontario  prohibits  unequal  contributions  by  employees  in 
defined  benefit  plans,  the  increased  cost  is  paid  by  employers  so  that 
the  greater  cost  for  WDmen  is  less  obvious.  If  pensions  are  deferred 
pay,  such  higher  implied  cost  of  pensions  for  women  may  be  seen  as 
contrary  to  the  concept  of  equal  pay  and  may  also  be  a  disincentive  to 
the  hiring  of  women. 
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Hirschland  and  Tevv^sbury  in  "Sex  as  a  Factor  in  the  Pricing  and 
Underwriting  of  Employee  Benefits"  conclude  that  it  is  possible  to 
calculate  benefit  amounts  without  differentiating   the  benefit  by  sex: 

"Benefit  amounts  need  not  be  sex-linked.  This  point  is  espe- 
cially pertinent  in  considering  a  defined  contribution  pension 
plan.  Currently,  when  a  male  retires  and  receives  a  straight  life 
annuity  his  periodic  benefit  will  be  determined  by  the  year-to-year 
probabilities  of  his  survival  (derived  from  a  male  annuity  table) 
and  the  accumulation  of  funds  in  his  account.  A  woman  similarly 
retiring  will  have  her  benefit  calculated  in  the  same  manner  except 
her  'life  expectancy'  is  normally  obtained  by  an  age  setback  from 
the  imle  annuity  table. 

"If  the  actuary  is  not  basing  the  benefit  on  sex,  he  (she)  will 
simply  find  the  benefit  for  a  male  and  the  benefit  for  a  female  and 
take  a  weighted  average  based  upon  the  number  of  men  and  number  of 
women  choosing  that  option.  For  example,  if  there  are  16  men  and 
four  women  retiring  at  the  same  age  with  the  same  accumulation, 
which  will  fund  a  $120  monthly  benefit  for  the  expected  life  of 
each  man  and  a  $100  monthly  benefit  for  the  life  of  each  wanan,  the 
montlily  benefit  will  be  $115  for  each  retiree,  regardless  of  sex. 
(9) 

"In  a  defined  benefit  plan,  this  process  is  essentially  reversed. 
The  benefit  amount  is  defined,  and  the  sex  and  age  of  the  partici- 
pants are  then  used  to  calculate  the  contributions.  If  the  annuity 
form  assumed  in  cost  calculations  is  not  used,  the  same  weighted 
averaging  process  can  be  used  so  that  the  actuarial  charge  for  each 
participant's  benefit  is  now  equal. 

"It  is  feasible,  then,  to  provide  an  equal  benefit  for  defined 
contribution  plans  and  optional  annuity  forms  for  defined  benefit 
plans  by  providing  a  'weighted  average'  benefit.  This  is  the 
underlying  theory  and  result  of  current  unisex  mortality  tables, 
such  as  the  UP-1984  Table.  It  should  be  noted,  however,  that  if 
the  percentages  used  for  the  benefit  formula  are  not  related  to  the 
sex  distribution  of  the  group,  severe  actuarial  gains  or  losses  are 
likely  to  occur." (10) 

The  argument  about  the  mathematics  of  providing  equal  benefits  for 
women,  whose  life  expectancy  is  greater  than  men's,  could  continue 
indefinitely  witliout  resolution.  The  real  issue  is  whether  government 
should  intervene  to  correct  what  many  people  see  as  an  intolerable 
position  in  terms  of  social  justice.  Plainly  stated,  it  is  a  position 
that  allows  a  woman  to  receive  less  monthly  income  in  retirement  than  a 
man,  \4iere  hxith  of  them  have  made  equal  contributions  to  an  identical 
scheme  over  the  same  period.     This  view  regards  the   essence  of   retire- 
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merit  income  to  be  in  the  monthly  cash  flow,  and  that  "equality"  in 
the  treatment  of  men  and  \AOnen  is  in  the  receipt  of  identical  monthly 
amounts.  This  view  sees  retirement  incone  as  filling  the  basic  needs  of 
the  recipient  regardless  of  his  or  her  sex.  We  have  seen  in  Chapter  8 
how  the  identical  capital  sum  accrued  over  15  years  from  equal  contri- 
butions of  20  per  cent  of  the  1979  Average  Industrial  Wage  will  provide 
a  manthly  payment  of  $795.00  to  a  man  and  $730.79  to  a  vsonan.  The  fact 
that  over  time,  taking  into  account  longer  life  expectancy  of  women, 
the  same  total  payments  may  be  made  for  a  woman  as  for  a  man,  is  not 
accepted  as  a  justification  for  the  lower  monthly  amount. 

If  the  view  of  pension  incone  as  cash  flow  prevails,  what  can  be 
done  to  ensure  equality  between  men  and  women?  Several  alternatives 
have  been  put  forward: 

1.  use  of  unisex  tables; 

2.  use  of  actual  mortality  experience  where  the  group  is 
sufficiently  large; 

3.  equal  benefits  and  unequal  contributions; 

4.  greater  options  to  avoid  the  purchase  of  an  annuity. 

1.  -5he  unisex  table  approach  is  vigorously  opposed  by  the  insurance 
industry  because  it  regards  as  essential  the  continuance  of  its 
practice  of  rating  by  sex  characteristics.  As  discussed  in  Chapter 
11,  the  Commission  recoiimends  unanimously  the  adoption  of  unisex 
tables  for  determining  the  ultimate  benefits  under  its  proposed 
mandatory  plan  (PURS)  because  an  equal  benefit  is  essential  for  any 
plan  \^ich  is  imposed  by  legislation.  An  equal  contribution  by 
employers  and  enployees  is  also  important.  (An  Alberta  Board  of 
Inquiry  concluded  that  insurance  companies  were  discriminatory  if 
premiums  were  different  for  life  annuity  contracts  for  men  and 
women.)  The  rationale  for  implementing  unisex  tables  rests  on 
public  policy  grounds  rather  than  on  any  technical  argument.  A 
majority  of  the  Commissioners  agreed  that  insurance  principles 
should  be  disregarded  and  unisex  tables  used  in  determining  annuity 
payments  for  all  money-purchase  plans  and  RRSPs. 

2.  Quebec's  Committee  on  Non-Discrimination  in  Employee  Benefits  was 
not  prepared  to  find  that  discrimination  occurs  in  money-purchase 
plans  where  pension  amounts  differ  because  of  differing  mortality 
rates  for  men  and  women.  It  did,  however,  consider  that  "the 
mortality  tables  used  for  large  groups  should  reflect  the  actual 
death  rates  of  these  groups."  The  Committee  did  not  explain  the 
reason  for  this  position.  Presumably  it  had  in  mind  the  hypothesis, 
yet  to  be  proved  by  statistics,    that  wonen  experiencing   the  stresses 
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of  t±ie  work  place  will  have  lower  life  expectancies  than  women  on 
average. 

3.  EXjual  benefits  with  unequal  contributions  by  the  employer  to  a 
money-purchase  plan  will  achieve  tiie  desired  equality  from  a  cash 
flow  point  of  view.  This  is  the  solution  adopted  by  the  Canadian 
Human  Rights  Commission  for  employees  under  federal  jurisdiction. 
Its  regulations,  amended  in  January,  1980,  provide  that  in  money- 
purchase  plans,  equal  annuity  payments  must  be  made  on  retirement  to 
male  and  female  employees  of  the  same  age  and  earning  the  same 
salary.  The  rule  is  applied  even  where  it  necessitates  higher 
contributions  by  an  employer  to  allow  for  equal  payments  to  female 
employees.  In  voluntary  plans  or  features  of  plans  where  the 
employees  pay  all  the  contributions,  differences  are  permitted  in 
the  amount  of  benefit  because  of  sex. 

This  solution  preserves  insurance  principles  but  interferes  with  the 
nature  of  a  pension  prcsnise  voluntarily  made  by  an  employer.  In  a 
money-purchase  plan,  the  employer  pronises  to  assist  the  employee  in 
creating  a  pool  of  money  which  ultimately  by  law  must  be  expended  in 
the  purchase  of  the  annuity  for  life.  There  is  no  undertaking  by 
the  anployer  in  the  premise  to  secure  any  level  of  benefit.  The 
employer's  premise  in  a  defined  benefit  plan,  on  the  other  hand,  is 
for  a  specific  level  of  benefit  regardless  of  the  cost  implications. 
The  effect  of  the  equal  benefits  and  unequal  cost  solution  is  to 
create  additional  cost  for  the  anployer  and  a  disincentive  for  the 
hiring  of  women  where  a  money-purchase  plan  is  used. 

4.  A  different  approach  would  be  to  give  women  in  money-purchase  plans 
more  flexibility  through  cptions  at  retirement  so  that  it  would  not 
be  obligatory  to  purchase  an  annuity  in  every  case.  The  proposal 
would  make  available  tlie  Registered  Investment  Inccme  F\jnd  approach 
now  available  for  RRSPs.  This  would  enable  a  woman  to  preserve  her 
capital  and  to  enjoy  a  cash  flow  frcm  investment  returns.  In  this 
way,  insurance  principles  and  equality  by  equal  contributions  from 
employers  would  be  maintained.  No  cash  out  would  be  permitted  as  is 
custcsnary  in  RRSPs,  so  that  the  principal  of  providing  for  income 
flow  rather  than  capital  would  be  preserved. 

Fran  the  existence  of  these  alternatives,  it  is  clear  that  there  is 
a  trend  in  society  which  favours  non-discrimination  between  men  and 
women  in  the  provision  of  benefits.  For  women  in  money-purchase  plans 
and  RRSPs  it  is  a  crucial  issue  because  it  has  a  direct  effect  on  levels 
of  retirement  incane.  It  is  an  issue  which  should  be  resolved  without 
further  delay.  The  Commission  unanimously  reconmends  unisex  tables  for 
annuities  purchased  for  PURS.  The  Commission  (majority)  recommend 
unisex  tables  for  annuities  purchased  for  money-purchase  plans  and 
RRSPs. 
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WOMEN  AND  ODVERNMENT  RETIREMENT  INCOME  PROGRAMS 

OAS,  GIS,  and  CPP 

Wonen  as  independent  vvorkers  are  recognized  to  a  greater  extent  in 
government  programs  than  in  employment  pension  plans.  The  Old  Age 
Security  payment  is  paid  to  men  and  vvonen  alike  regardless  of  marital 
status  or  vvork  history.  The  Canada  Pension  Plan  design  applies  to  all 
workers  equally.  Survivor  benefits  apply  to  male  and  females  equally. 
When  the  plan  was  established,  survivor  benefits  applied  only  to  widows 
and  disabled  widowers.  The  provision  was  dropped  as  of  January  1,  1975, 
and  fron  that  date  the  contributions  of  women  buy  the  same  survivor 
benefits  as  those  of  men. 

The  CPP  is  earnings- related;  the  longer  one  vorks  and  the  more  one 
earns,  the  more  retirement  pension  one  receives.  Therefore  the  problems 
of  wcanen's  earnings  and  \Aork  patterns  discussed  above  apply  equally  to 
the  CPP.  However,  the  CPP  provides  equal  access,  full  portability,  and 
equal  benefits.  Thus,  any  sex  differential  in  CPP  benefits  will  be 
attributable  to  the  position  of  vvctnen  in  the  work-force.  Traditionally 
lower  earnings  of  women  mean  lower   mcane   in  retirement  frcm  the  CPP. 

Table  1 

CPP  Retirement  Pension:      Number,    Gross   Amount,    and  Average  Monthly 

Amount  by  Sex,   September  1979    (Maximum  1979  Pension  -  $218.06) 


New 

pens 

ions 

Total 

pensions 

Sex 

Number 

Monthly 
average 

Number 

Monthly 
average 

Males  65  and  over 
Females  65  and  over 

4,779 
2,347 

(Dollars) 
177.20 
118.34 

501,532 
203,967 

(Dollars) 
122.68 
86.87 

Source     Health  and  tfelfare  Canada,   "Canada  Pension  Plan,    Statistical 
Bullentin,  Vol.    II,   No.   3,   September  1979,"  p.    15. 

l£ss  than  half  as  many  women  as  men  receive  CPP  retirement  pen- 
sions, and  the  average  retirement  pension  is  lower.  In  1976,  women 
constituted  37.1  per  cent  of  CPP  contributors. 

Table  2 

Average  Earnings  of   CPP   Contributors   by  Sex    and 

Employment  Status,   Ontario,   1976 


Males 


Employed 

Sel f-employed 

Mixed 

Total 


12,951 
13,164 
15,764 
13,076 


Females 


(Dollars) 


7,005 
6,480 
8,112 
7,008 


Source  Health  and  Welfare  Canada,  "Canada  Pension 
Plan  Contributors  1976,"  p.  52. 
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Elderly  women  rely  heavily  upon  income  from  government  programs  in 
retirement.  Income  from  OAS,  GIS,  CPP,  and  other  social  or  provincial 
assistance  constituted  59.1  per  cent  of  all  income  of  individual  women 
aged  66  and  over  in  Canada  in  1975  (49.8  per  cent  for  men)  with  OAS  and 
GIS  constituting  53.6  per  cent   (44.3  per  cent  for  men). 

Health  and  Welfare  Canada  found  that  in  1975,  the  average  income  of 
single  elderly  persons  ($3,796)  was  43.4  per  cent  of  the  average  for 
couples  ($8,746) .  (11)  More  than  70  per  cent  of  these  single  persons 
were  v>omen,  and  about  85  per  cent  of  these  were  widows.  Health  and 
Welfare  Canada  found  that  the  "retirement  income  system"  not  only  re- 
flects but  reinforces  the  income  inequalities  that  hold  through  the 
working  years. (12) 

As  the  Report  of  the  Special  Senate  Committee  on  Retirement  Age 
Policies  found,  60  per  cent  of  unattached  women  over  65  in  1977  had 
incones  below  the  Statistics  Canada  poverty  line,  and  three  times  as 
many  wcmen  as  men  65  and  over  v\ere  poor  on  this  basis.  (13)  The  poverty 
of  elderly  vsonen  has  been  vvell  documented  in  Women  and  Pensions  by  Kevin 
Collins,  written  for  the  Canadian  Council  on  Social  Developnent. 

In  1976,  wonen  VNere  58.1  per  cent  of  Ontario's  population  aged  65 
and  over,  and  51.4  per  cent  of  these  women  were  widowed.  Women  were 
54.6  per  cent  of  the  Ontario  population  65-74,  61.8  per  cent  of  the 
population  75-84,  and  68.1  per  cent  of  the  population  aged  85  and  over. 
Life  expectancy  tables  point  to  an  increasing  gap  in  longevity  between 
men  and  vonen  in  coming  years.  The  Conmission's  population  projections 
in  the  Canada  Pension  Plan  volume  show  that  more  women  will  survive  in 
absolute  numbers  as  well. 

Because  fewer  wonen  obtain  pension  inccme  from  employment  through 
both  public  and  private  programs,  there  is  a  greater  reliance  upon 
the  government  income- tested  supplements  in  retirement.  In  June, 
1978,  there  vere  63,983  wonen  and  30,566  men  in  Ontario  receiving  the 
full  Guaranteed  Income  Supplement  and  214,467  women  and  125,291  men 
receiving  partial  GIS.  Thus  wonen  constituted  67.6  per  cent  of  full  GIS 
recipients  and  61.3  per  cent  of  partial  payees. 

Beneficiaries  of  the  Spouse's  Allowance  program  are  almost  entirely 
women,  with  1,014  wonen  and  208  men  receiving  the  full  allowance  and 
15,157  women  and  1,037  men  receiving  a  partial  allowance  in  Ontario  in 
June,  1978.  (As  discussed  in  Chapter  6,  the  Conmission  favours  a  phas- 
ing out  of  the  Spouse's  Allowance  program  to  eliminate  the  inequities 
between  married  and  unmarried  persons  in  need  between  ages  60  and  65). 

While  figures  for  payment  of  Ontario's  Guaranteed  Annual  Income 
System  (GAINS)  are  not  available  by  sex,  the  nature  of  eligibility 
criteria  for  GAINS  payments  is  such  that  the  numbers  should  be  similar. 
That  is,  anyone  receiving  full  GIS  will  automatically  receive  GAINS 
supplementation,   and   a  good   proportion  of    those  on  partial  GIS   will 
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also  have  incanes  below  the  GAINS  guarantee  level.   This  results  in  a 
disproportionate  female  dependence  on  GAINS. 

This  sex  distribution  of  the  older  population  is  often  overlooked 
in  discussions  of  future  dependency  ratios,  yet  the  implications  of  an 
increasing  number  of  women  are  profound.  If  the  senior  population 
were  made  up  of  equal  numbers  of  men  and  women  with  equal  financial 
resources,  the  increased  costs  of  "dependency"  could  be  measured  in 
numbers  alone.  However,  not  only  do  the  numbers  of  survivors  increas- 
ingly favour  vvonen,  but  this  larger  segment  has  the  lower  inccmes  and  so 
the  cost  of  support  is  increased.  It  signals  increased  expenditures 
fron  income  support  programs  such  as  GIS,  C^INS,  and  social  assistance, 
and  it  means  that  any  subsidized  services  aimed  at  the  senior  population 
as  a  vihole  (housing,  rental  assistance,  nursing  home  care,  and  other 
social  services)  will  be  covering  a  growing  population  at  the  bottom  of 
the  econonic  ladder. 

Many  of  the  present  generation  of  senior  women  are  in  financial 
hardship  now  because  they  were  housewives  and  not  part  of  the  paid 
work-force.  This  reinforces  the  contention  that  the  present  system  is 
not  vvorking.  Such  v\oiien  fit  the  stereotype  "male  breadwinner  -  female 
dependent"  around  which  the  system  was  supposedly  designed,  yet  in 
old  age  they  are  without  resources  and  dependent  on  the  taxpayer  for 
subsistence. 

If  present  structures  remain  unaltered  and  continue  to  launch  vonen 
into  the  retirement  years  in  a  poor  financial  state ,  we  should  prepare 
for  massive  fiscal  transfers  in  the  future  to  ensure  them  a  decent 
living  in  their  increasingly  long  lives.  The  alternative  is  to  mould 
the  system  now  to  fit  the  emerging  reality  and  to  open  as  many  avenues 
as  possible  for  w:snen  to  contribute  to  their  cwn  future  security. 

Hcmemakers 

Aside  fron  improvements  in  the  earnings  of  women,  many  advocate 
the  participation  of  homemakers  in  the  CPP  on  some  basis.  Because 
the  CPP  pays  pensions  based  on  earnings,  those  without  earned  income, 
particularly  housewives,  do  not  participate  except  for  the  spouse's 
benefit  on  the  death  of  a  contributor. 

The  concept  of  permitting  voluntary  contributions  by  homemakers  is 
discussed  in  detail  in  Volume  V  of  the  Report  which  deals  with  the 
Canada  Pension  Plan.  There  is  no  doubt  that  homemaking  services  are  a 
valuable  canponent  of  the  real  inccme  of  the  household.  Although  most 
of  the  services  performed  by  homemakers  could  be  purchased  from  others, 
it  is  difficult  to  assign  a  value  to  this  non-market  activity.  It 
is  also  difficult  to  determine  the  retirement  benefits  as  earnings- 
replacement.  A  homemaker  has  no  earnings  to  replace  and  generally  does 
not  retire.  (14)  A  conceptual  earnings  base  for  the  homemaker  could 
penalize  those  warking  for  less,    such  as  a  woman  working   outside   the 
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hQTie  part-time  and  performing  full-time  homemaking  duties.  The  Special 
Senate  Committee  on  Retirement  Age  Policies  rejected  the  inclusion 
of  housewives  in  the  CPP  and  supported  the  principle  that  the  CPP  is 
"inherently  tied   to  paid  vvork." 

For  the  reasons  discussed  in  Volume  V,  the  Commission  does  not 
reccnmend  the  voluntary  or  ocmpulsory  participation  of  homemakers  in  the 
CPP.  It  feels  that  efforts  are  better  directed  towards  assisting  women 
to  achieve  earnings-related  retirement  income  in  their  cwn  right  rather 
than  as  dependents. 

However,  there  is  a  need  to  recognize  the  effect  of  child-rearing 
on  the  retirement  income  of  a  worker  forced  to  withdraw  from  the  work- 
force on  that  account.  Ihe  CPP  design  now  calculates  benefit  entitle- 
ment over  a  maximum  47-year  work-life  (age  18  to  65)  with  a  provision 
for  "dropping  out"  or  not  counting  15  per  cent  of  the  worklife  up  to  a 
maximum  of  seven  years.  Such  a  dropout  recognizes  that  work  patterns 
reflect  dislocations  such  as  periods  of  higher  education  and  time  lost 
due  to  illness.  Child- rearing  may  also  be  seen  as  a  dislocation  in  the 
career.  All  provinces  participating  in  the  CPP  except  Ontario  and 
British  Columbia,  have  accepted  a  child-rearing  dropout  provision  by 
which  a  homemaker  (male  or  female)  could  deduct  years  of  child-rearing 
for  each  child  qp  to  age  7.  The  Conmiss ion's  consumer  survey  showed  70 
per  cent  of  respondents  favoured  the  dropout  provision,  and  it  was 
advocated   in  every  brief  dealing  with  the  matter. 

The  Commission  views  the  adoption  of  the  dropout  provision  as  an 
important  step  toward  recognizing  women  as  a  vital  part  of  the  work- 
force, reflecting  their  particular  work  patterns.  WciTien  who  temporarily 
drop  out  of  the  labour  force  to  care  for  young  children  should  not  be 
unduly  penalized  by  their  necessary  absence  frcm  the  work- force. 


PENSIONS  AS  FAMILY  ASSETS 

One  suggested  solution  to  alleviate  the  situation  of  elderly 
women  with  inadequate  income  is  to  share  pensions  as  family  assets 
upon  marriage  breakdown  or  even  throughout  the  marriage.  Pensions 
often  represent  a  major  asset.  Annuity  income  of  $300  a  month  for  women 
($326  for  men)  at  age  65  has  a  capital  value  of  about  $30,000.  This 
capital  value  will  vary  with  the  interest  rate  used  to  calculate  the 
annuity,  but  clearly  represents  a  substantial  part  of  most  individuals' 
"savings."  Since  January  1,  1978,  the  Canada  Pension  Plan  allows  for 
splitting  upon  marriage  termination  of  CPP  credits  earned  during  the 
marriage  if  one  of  the  spouses  applies.  The  provision  is  either  being 
ignored  or  not  sufficiently  well-known  because  the  right  is  seldom 
exercised.  However,  it  may  be  that  the  credit  splitting  is  used  in 
negotiations  for  settlement  between  the  parties  with  the  value  being 
taken  into  account,  but  the  actual  ccmplexities  of  splitting  are  avoided. 
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The  Special  Senate  Canmittee  on  Retirement  Age  Policies  concluded 
that  CPP  pensions  of  both  spouses  should  be  shared  between  them  on 
a  50-50  basis,  partly  as  an  answer  to  the  problem  of  a  non-working 
housewife,  but  also  as  a  general  principle  embodied  in  the  idea  of 
marriage  as  a  partnership.  The  Committee  appeared  to  recommend  an 
autcsnatic  sharing  on  marriage  breakdown,  although  this  is  not  entirely 
clear  fron  the  report. 

The  Commission  does  not  agree  that  splitting  of  CPP  pensions  will 
be  very  useful  in  providing  adequate  retirement  income  to  spouses, 
either  men  or  women,  and  would  not  favour  any  extension  of  pension 
splitting  in  this  fashion.  The  arrangement  already  in  the  CPP  is  too 
recent  for  its  long-term  effects  for  both  spouses  to  be  appreciated.  In 
the  case  of  a  person  with  two  marriages  both  ending  in  breakdown  and 
splitting  of  credits  automatically,  one  can  envisage  CPP  benefits  which 
will  be  inadequate  not  only  for  the  non-working  spouse  but  also  for  the 
worker.  Leaving  the  splitting  to  be  initiated  by  one  of  the  spouses 
allows  rcon  for  resolution  suitable  in  individual  circumstances. 

The  question  of  dividing  pension  benefits  arising  from  employment 
pension  plans  is  attracting  much  attention  in  family  law.  Six  provinces 
have  enacted  legislation  recognizing  the  principle  that  marriage  is  a 
partnership,  and  that  family  assets  acquired  during  the  marriage  should 
be  shared.  British  Columbia  has  defined  pension  rights  to  be  part  of 
family  assets. (15) 

In  Ontario,  the  Family  Law  Reform  Act  provides  that  family  assets 
include  a  matrimonial  home  and  property  owned  by  one  or  both  spouses  and 
ordinarily  used  by  the  family  for  "shelter  or  transportation  or  for 
household,  educational,  social,  or  aesthetic  purposes."  In  the  event  of 
marriage  breakdown,  the  law  presumes  that  both  spouses  have  an  equal 
right  to  share  in  family  assets  notwithstanding  the  ownership  of  the 
assets  by  the  spouses  (s.  4(1)).  This  may  be  varied  by  agreement  of 
the  spouses. 

In  addition,  the  court  will  make  a  division  of  any  property  that  is 
not  a  family  asset  where  a  spouse  has  unreasonably  impoverished  the 
family  assets  or  tlie  result  of  the  division  of  family  assets  would  be 
inequitable  in  the  circumstances  (s.  4(6)).  The  court  may  also  order 
canpensation  or  an  interest  in  property  where  one  spouse  contributed 
work,  money,  or  money's  worth  to  the  acquisition,  maintenance,  or  im- 
provement of  property  other  than  family  assets  (s.  8). 

Aside  fron  questions  of  property  rights,  each  spouse  has  an  obli- 
gation to  provide  support  for  himself  or  herself  and  to  each  other  in 
accordance  with  need  and  to  the  extent  the  spouse  is  capable  of  doing 
so.  In  determining  the  amount  of  support  in  relation  to  need,  the  court 
considers  the  assets  and  means  of  the  parties  and  "any  benefit  or  loss 
of  benefit  under  a  pension  plan  or  annuity."  (s.  18(5)). 
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Since  in  Ontario  pensions  are  not  specifically  included  as  family 
assets  and  have  not  been  judicially  determined  to  be  family  assets  as 
defined  in  the  legislation,  pensions  are  looked  to  in  satisfaction  of 
support  obligations  rather  than  as  assets  to  be  shared.  In  other  words, 
pensions  are  seen  as  a  means  of  providing  a  regular  income  in  retirement 
ratlier  tiian  as  capital  assets.  However,  since  the  Ontario  legislation 
also  provides  that  any  property  may  be  subject  to  division  in  appro- 
priate circumstances,  it  is  possible  that  pensions  may  be  shared.  One 
Ontario  case  awarded  a  lump  sum  to  satisfy  a  spouse's  interest  in  an 
RRSP. 

A  recent  B.C.  case,  Rutherford  v  Rutherford  (December  27,  1979, 
unreported),  shows  the  difficulty  of  sharing  a  pension  on  divorce.  In 
that  case,  the  husband  was  53  and  had  3  7.8  years  of  service  with  the 
provincial  government.  He  was  a  member  of  the  statutory  final  5  year 
average  plan  and  could  retire  as  early  as  age  55  with  a  yearly  pension 
of  almost  $18,000.  His  canpulsory  contributions  totalled  $22,550  and 
additional  voluntary  contributions  totalled  $8,638.  His  gross  income 
was  almost  $30,000  or  $1,858  net  per  month  and  the  wife's  gross  income 
was  almost  $15,000  or  $1,000  net  per  month.  The  spouses  viere  married  in 
1949. 

Under  the  provisions  of  the  B.C.  Family  Relations  Act,  family 
assets  include  a  right  of  a  spouse  "under  an  annuity  or  pension."  The 
judge  found  that  the  pension  should  also  be  shared  under  the  general 
provision  empowering  a  judge  to  rearrange  property  on  the  grounds  of 
fairness.  He  concluded  the  pension  was  a  family  asset  and  proceeded  to 
direct  the  method  of  sharing   it  as  follows: 

-  If  the  husband  dies  before  retirement,  one-half  of  tiie  amount  he 
paid  in  becones  the  property  of  the  wife,  calculated  to  the  date 
of  dissolution  of  the  marriage. 

-  When  the  husband  retires  (between  55  and  55),  the  pension  in  pay 
will  be  shared.  The  wife's  share  will  be  50  per  cent.  This  may 
be  less  depending  upon  the  circumstances,  since  as  each  year 
passes  her  share  may  become  smaller  because  the  money  taken 
frc«i  his  salary  towards  the  pension  is  not  being  earned  during 
marriage. 

-  If  the  husband  does  not  retire  at  age  55,  some  conpensation  will 
be  paid  to  the  wife  by  way  of  an  order  for  permanent  maintenance 
until  she  participates  in  the  pension.  By  electing  not  to 
retire  at  age  55,  "the  husband  by  his  own  conduct  will  be  de- 
priving the  wife  of  her  rightful  share  in  the  family  asset." 

-  The  husband  is  restrained  from  noninating  any  person  other  than 
his  wife  as  beneficiary  before  or  after  retirement. 
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Difficulties  of  valuation  occur  whether  or  not  a  pension  is  to  be 
shared  as  a  family  asset  or  as  other  property.  The  Rutherford  case 
raises  several   interesting  questions  in  this  regard: 

1.  If  tiie  pension  in  pay  is  reduced  to  account  for  the  amount 
purchased  by  contributions  after  dissolution  of  the  marriage, 
the  plan  design  may  affect  the  amount  to  be  shared.  A  career 
average  formula  may  require  a  larger  share  to  the  non-worker 
spouse  than  a  final  average  formula.  A  defined  contribution 
plan  is  easily  valued  at  the  dissolution  of  marriage  as  the 
total  accumulated  anployer  and  anployee  contributions. 

2.  The  pension  member  can  choose  the  date  of  retirement  if  the 
marriage  subsists,  but  after  dissolution  may  have  to  compen- 
sate the  other  spouse  if  retirement  is  not  taken  when  first 
eligible. 

3.  The  value  of  any  pension  of  the  wife  in  her  own  right  would 
have  to  be  taken  into  account. 

4.  The  present  value  of  the  pension  benefit  must  be  assessed.  The 
husband  in  this  case  retained  an  actuary,  who  testified  that 
many  assumptions  made  in  such  an  estimation  might  turn  out 
to  be  wrong.  Assumptions  which  may  be  valid  for  a  group  of 
employees  may  not  be  appropriate  for  use  when  applied  to  an 
individual. 

5.  If  a  present  value  v\ere  placed  on  the  pension  as  capital,  the 
husband  would  have  to  pay  one-half  the  value  of  a  pension  he 
has  not  received  and  may  not  receive.  If  the  husband  died 
before  retirement,   the  pension  would  not  be  payable. 

6.  Suppose  the  husband  remarried  at  age  55  and  retired  at  age  65 
and  divorced  again  at  age  66.  The  possibility  of  remarriage 
and  divorce  may  be  considered. 

7.  The  problem  of  differing  benefits  for  husband  and  wife  may 
arise  in  a  defined  contribution  plan  since  the  increased  long- 
evity of  V(onen  reduces  a  wife's  benefit.  Even  in  a  defined 
benefit  plan,  the  funding  and  cost  may  be  affected  since  the 
equal  benefit  for  women  costs  more.  If  benefit  sharing  on 
dissolution  of  marriage  v^re  to  become  more  common,  the  pos- 
sible cost  effects  WDuld  have  to  be  reflected  in  the  actuarial 
assumptions  for  defined  benefit  plans. 

8.  The  likelihood  of  vesting  may  have  to  be  taken  in  account.  If 
a  member  uere  not  vested,  the  sharing  could  be  one-half  the 
employee ' s  contr ibutions . 
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9.  A  different  set  of  rules  may  be  recjuired  for  non-contributory 
plans.  What  could  be  shared  before  vesting  or  in  the  event  of 
death  before  retirement  would  be  different. 

If  the  pension  were  a  matter  of  a  support  obligation,  the  case 
would  be  considered  differently.  In  the  first  place,  the  obligation 
would  arise  in  situations  of  need,  and  not  as  of  right  regardless  of 
need.  IViis  need  wDuld  be  ascertained  initially  at  dissolution.  The 
fact  tliat  income  was  pension  incane  would  not  be  material.  If  and  when 
the  pension  became  payable,  it  could  be  looked  to  in  satisfaction  of 
orders  for  support. 

The  conditions  governing  rights  to  pensions  prior  to  retirement  and 
the  purpose  of  pension  plans  from  the  employer's  point  of  view  make 
treatinent  of  an  anployee's  pension  rights  as  a  capital  asset  very  dif- 
ficult. Where  the  plan  is  contributory,  it  may  be  that  the  employee's 
contributions  with  or  without  interest  could  be  available  as  an  asset, 
but  the  right  to  a  pension  on  retirement  from  the  employer  is  fraught 
with  too  many  issues  revolving  around  long-service  rewards  and  deferred 
wage  concepts.  Added  to  these  problems  are  administrative  problems 
involving  employer,  pension  trustees,  pension  fund  custodians,  and 
survivorship  benefits.  It  would  be  unfortunate  if  a  court,  in  seek- 
ing to  attach  assets  to  satisfy  claims  between  spouses,  were  to  upset 
arrangements  designed  primarily  to  provide  income  in  retirement  and 
required  for  security  reasons  to  be  funded  by  large  accumulations  in  a 
fund. 

The  Commission  therefore  reconmends  that  under  the  Ontario  Family 
Lav/  Reform  Act,  pensions  be  regarded  as  incane  in  retirement,  which  may 
be  a  source  of  support  just  as  wages  are  taken  into  account  in  support 
obligations,   rather  than  treated  as  a  capital  asset. 

Attachment  of  Pensions 

Section  24(1)  of  the  Pension  Benefits  Act  provides  that  monies 
payable  under  a  pension  plan  shall  not  be  assigned  or  given  as  security 
and  are  exempt  from  execution,  seizure  or  attachment.  Subsection  2 
creates  an  exception  for  the  attachment  of  monies  payable  under  a  pen- 
sion plan  in  satisfaction  of  an  order  for  support  under  the  Family  Law 
Reform  Act. 

Although  the  policy  to  attach  pensions  for  support  orders  is  clear, 
section  30  of  the  Family  Law  Reform  Act  may  not  accomplish  that  purpose. 
It  provides  that  the  court  may  make  an  attachment  order  directing  the 
"employer  of  the  debtor  to  deduct  from  any  remuneration  of  the  debtor 
due  at  the  time  the  order  is  served  or  thereafter  due  or  accruing  due," 
the  amount  in  the  order.  It  is  doubtful  that  pensions  constitute 
"remuneration  due."  A  trust  canpany  or  insurance  company  rather  than 
the  anployer  may  have  the  pension  funds.  There  is  no  enployer-employee 
relationship  if  the  debtor  is  retired.     In  order  to  carry  out  the  intent 
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of  the  legislation,  consideration  should  be  given  to  redrafting  the 
section,  preferably  in  consultation  with  the  Pension  Commission  of 
Ontario. 


CONCLUSION 

It  is  clear  that  women  as  recipients  of  income  from  employment 
pension  plans  at  the  present  time,  either  as  survivors  or  as  retired 
workers,  have  not  been  and  are  not  generously  treated.  The  extent 
of  their  claims  on  government  support  programs  underlines  this  fact. 
This  is  not  because  the  plans  deliberately  discriminate  against  women. 
Rather,  wcmen  are  in  rrany  ways  victims  -  of  their  own  longevity,  (their 
small  pensions  will  suffer  from  inflation  for  a  longer  time  than  those 
of  men);  of  their  position  as  non-working  dependent  wives,  fostered  by 
economics  and  social  custom;  of  their  traditional  place  in  the  work- 
force in  subordinate  roles  at  low  levels  of  pay,  often  on  a  part-time 
basis;  and  of  their  frequent  loss  of  pensionable  service  when  husbands 
change  employment  location.  Much  of  this  situation  has  already  changed, 
and  much  will  change  in  the  future.  In  planning  for  tlie  future  we  must 
recognize  these  developments,  and  avoid  tying  the  pension  system  to 
assumptions  that  are  no  longer  representative  of  tlie  status  of  women  in 
society.  That  is  not  to  say  that  pension  design  should  be  based  on  a 
single  new  stereotype,  that  of  the  career  wonan.  Even  today  it  is  clear 
that  a  majority  of  married  women  do  not  fully  conform  to  either  the 
old  or  new  stereotype.  There  still  exists  a  wide  range  of  dependency 
within  the  family  unit;  and  the  range  of  choice  available  to  i:)eople  both 
within  and  outside  the  family  structure  makes  it  probable  that  the 
average  or  typical  Canadian  married  couple  will  make  several  changes  in 
their  econcamic  relationship  from  time  to  time  before  retirement  age. 
Accordingly,  a  realistic  pension  policy  will  have  to  accommodate,  so  far 
as  possible,  the  various  degrees  of  dependence  and  independence  which 
spouses  actually  adopt  for  themselves. 

Flexibility  is  required  to  let  men  and  women  adjust  to  their  new 
needs  in  relation  to  each  other.  For  example,  to  require  a  joint  and 
survivor  form  of  benefit  for  every  pension  plan  could  in  the  Commis- 
sion's opinion  be  retrograde.  Mandating  an  option  to  elect  against  a 
joint  and  survivor  form  of  benefit  on  consent  of  both  spouses  allows 
flexibility  in  meeting  the  needs  of  both  partners. 

There  are,  however,  some  areas  where  new  tliinking  is  required  to 
acconmodate  wcmen  in  their  role  of  workers.  In  retirement  planning 
that  ireans  recognition  of  the  child-rearing  function  through  the  CPP 
child-rearing  dropout  provision  and  coverage  for  part-time  workers  v^here 
a  durable  employer-employee  relationship  exists.  It  also  means  recog- 
nition that  vonen's  need  for  an  adequate  level  of  income  in  retirement 
is  no  different  from  that  of  men  and  requires  equal  pension  benefits 
from  nr>ney-purchase  as  well  as  defined  benefit  pension  plans. 
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The  Commission  believes  that  adoption  of  its  recommendations  on 
these  points  will  create  a  retirement  incane  framework  in  which  men  and 
v>«men  will   be  on  an  equal    footing. 
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Chapter  17 


Economics  and  Retirement  Income 


Throughout  this  report,  frequent  reference  has  been  made  to  the 
cost  of  the  different  components  of  retirement  income  in  relation  to 
their  necessity  or  desirability.  For  the  most  part,  cost  has  been 
identified  with  a  particular  type  of  benefit.  We  have  attempted  to 
determine  v^^ether  certain  expenditures  were  justified  and,  if  so,  how 
their  cost  is  charged  or  should  be  charged  to  governments,  enployers  and 
individuals.  As  for  the  overall  cost  to  society,  it  has  been  assumed, 
perhaps,  that  an  appropriate  total  figure  will  simply  appear  at  the  end 
of  the  column  -  that  is,  by  adding  up  the  bill  for  all  the  appropriate 
types  and  quantities  of  retirement  benefit.  However,  policy  decisions 
made  today  involve  an  area  of  choice  as  to  v^at  the  total  eventual  cost 
will  be,  and  not  only  how  much  can  be  allocated  to  a  specific  program  or 
programs.  For  tliis  purpose  it  is  essential  to  consider  all  the  cost 
implications  of  providing  income  for  the  retired  population.  Within 
such  a  framework  it  then  becomes  possible  to  discuss  what  level  of 
retirement  benefits  the  country  can  afford,  and  through  v^at  mechanisms 
those  benefits  may  he  provided  in  order  to  attain  results  consistent 
with  good  economic  planning.  The  economic  views  of  tlie  Commissioners 
are  acccmmodated  by  tlie  general  consensus  on  the  principles  set  out  in 
this  chapter,  vvtiich,   in  turn,   are  reflected  throughout  the  report. 


ECONOMIC   COST  OF   RETIREMENT   INCOME 

Any  retirement  income  structure  we  may  contemplate  will  be  viable 
only  if  resources  can  be  found  to  finance  it.  That  is  true  for  the  in- 
dividual ^o  plans  to  set  aside  money  during  his  or  her  working  years  to 
provide  a  nest-egg  for  retirement.  It  is  also  true  for  an  employer  and 
employees  v/hen  setting  up  a  pension  plan  for  tlie  group.  It  applies  in  a 
somewhat  different  way  to  tlie  ability  of  government  to  transfer  income 
to  the  elderly  from  other  taxpayers.  Beyond  tliose  problems,  however,  is 
the  question  of  the   resources   needed    to  support  an  entire   system  of 
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retirement  income.  Regardless  of  how  the  system  is  constructed,  all  the 
income  it  produces  will  have  to  be  generated  by  tlie  use  of  tlie  nation's 
resources;  and  its  cost  in  a  given  year  will  be  a  charge  against  the 
value  of  all  goods  and  services  produced  in  that  year  by  the  active 
population. 

In  Volume  V  (Canada  Pension  Plan)  and  elsewhere,  the  Commission 
refers  to  present  and  future  "dependency  ratios"  -  measurements  that 
enable  us  to  assess  tlie  ability  of  the  v\ork- force  to  support  those  who 
have  not  entered  the  labour  market  or  those  who  have  left  it  for  some 
reason,  including  retirement.  The  same  analysis  is  applicable  to 
projections  of  cost  for  retirement  income  taken  as  a  whole.  Obviously, 
tax-financed  benefits  are  drawn  from  the  incoTies  of  those  still  active 
in  the  production  of  goods  and  services;  so  too  are  CPP/QPP  benefits. 
What  is  less  obvious  but  nevertheless  true  is  that  retirement  income 
from  enployment  pension  plans  and  individual  savings  also  comes  from 
current  production.  Those  who  are  entitled  to  pensions,  annuities  or 
lump-sum  payments  frcm  non-government  sources  are  making  claims  on  the 
productive  segment  of  the  economy  for  interest  and  repayment  of  capital. 
Thus,  all  retirement  incane  represents  a  "cost"  to  the  economy  in  the 
year  it  is  received. 

At  some  point  therefore  it  is  necessary  to  consider  tlie  capacity  of 
the  economy  to  provide  for  all  the  inccxne  commitments  made  to  those  who 
have  retired  and  those  who  will  retire.  We  must  also  consider  the 
various  ways  in  v^ich  retirement  entitlements  are  created;  but  it  is 
important  to  understand  tliat  any  income  received  by  the  elderly  is  a 
current  liability  -  that  is,  it  must  be  met  by  the  active  population  out 
of  current  income,  or  possibly  by  equivalent  means  such  as  a  reduction 
in  saving  or  by  additional  borrowing.  Society,  in  other  words,  assumes 
a  set  of  obligations  in  recognition  of  value  received  from  its  members 
in  a  variety  of  forms:  cash  contributions,  deferred  wages,  taxes,  or 
some  otlier  form  of  participation  in  the  econony  (residence,  for  example, 
in  the  case  of  Old  Age  Security  pensions).  The  total  of  all  these 
obligations  is  analogous  to  a  mortgage  in  that  society  expects  to  be 
able  to  make  all  payments  on  interest  and  principal  out  of  its  earnings 
in  the  future.  Unlike  a  mortgage,  the  lenders  in  this  case  are  not 
easily  distinguished  fran  the  borrowers;  and  tlie  size  of  the  "loan"  may 
increase  quite  unpredictably.  Again,  the  mortgage  analogy  must  be 
qualified  by  pointing  out  that  society  cannot  contemplate  any  delay  or 
default  in  meeting   its  commitments  to  the  retired. 

Retirement  income,  when  payable,  must  therefore  be  related  in  a 
realistic  way  to  the  productive  capacity  of  the  economy,  and  to  our 
future  ability  to  allocate  incane  fron  the  productive  population  to  the 
non-productive.  If  we  wish  to  enhance  the  position  of  the  elderly,  we 
must  anticipate  either  an  increasingly  productive  econony  or  a  shift  in 
incane  distribution  in  favour  of  the  older  population.  If  in  addition 
we   foresee  a  significant  increase   in  the   retired   population  as   a  pro- 
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portion  of   t±ie  total,  questions  of  work-force  productivity   become   even 
nxDre  important. 

That  is  not  to  say  that  the  income  claims  of  tlie  retired  should  be 
regarded  solely  as  an  expense  to  tlie  economy.  Their  incomes  generally 
are  spent  promptly,  thereby  adding  to  rather  than  detracting  from  the 
Gross  National  Product.  Also,  a  growing  demand  for  goods  and  services 
to  be  purchased  by  retirement  incone  dollars  is  a  signal  for  investment 
in  more  plant  and  equipment  to  meet  tliat  demand.  As  a  further  bonus, 
pensioners'  spending  may  be  relied  upon  to  cushion  tiie  effects  of  a 
recession;  without  it,  overall  consumption  would  suffer  more  severe 
downturns  than  otherwise,  and  both  employment  and  investment  would 
bottom-out  at  a  lower  level. 

For  purposes  of  long-range  planning  tlierefore,  retirement  incone  is 
properly  regarded  as  a  dynamic  factor  in  the  economy,  and  not  merely  as 
a  drain  on  our  productive  resources. 

Certain  econonic  processes  are  particularly  relevant  to  the  ques- 
tion of  how  much  retirement  income  can  be  provided  and  through  what 
mechanisms.  In  the  following  pages  we  turn  our  attention  to  some  facets 
of:  saving  and  spending;  economic  growth;  investment  return;  employment 
costs;  and  current  econanic  prospects. 

1)     Saving  and  Spending 

Fundamental  to  the  future  of  any  economy  are  the  countless  deci- 
sions of  individuals  and  institutions  as  to  how  they  will  allocate  their 
incomes  between  consumption  and  saving.  If  the  economy  is  to  grow, 
it  requires  some  saving,  or  postponement  of  consumption,  in  order  to 
acquire  and  replenish  the  capital  facilities  with  v^^ich  its  natural  and 
human  resources  are  employed.  Saving  must  cane  before  investment,  and 
investment  must  occur  before  there  can  be  any  increase  in  the  total 
quantity  of  goods  and  services  to  be  shared  by  tlie  population.  Thus, 
the  standard  of  living  depends  initially  on  people's  willingness  to  save 
and  thereby  bring  about  an  increase  in  "real"  output,  in  total  and  per 
capita. 

Because  pension  plans  today  are  based  on  a  high  volume  of  saving, 
their  development  has  a  direct  bearing  on  the  rate  of  investment  we  may 
anticipate  over  a  prolonged  period.  Consequently,  the  means  adopted  for 
providing  a  higher  level  of  retirement  income  may  be  directly  instru- 
mental in  creating  the  future  levels  of  national  income  that  will  make 
increased  pensions  affordable. 

Judgments  as  to  the  optimum  level  of  saving  for  an  economy  are  not 
possible  without  examining  the  nature  of  investments  that  will  be  made, 
or  without  taking  into  account  the  need  to  maintain  certain  levels 
and  types  of  consumption.  Saving  that  is  directed  to  expansion  of 
energy-producing  facilities  will   seem    (at  present)    more   conducive   to 
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economic  growtli  tlian  similar  amounts  used  to  build  new  slipping  centres. 
Public  invesbTient  -  in  now  transportation  facilities  for  instance  -  has 
its  place  along  witli  private  investment   in  plants,  mines  and  oil  wells. 

Spending  must  be  kept  in  balance.  Investment  decisions  are  not 
made  blindly  but  are  based  on  expectations  about  the  market  for  the 
goods  and  services  that  will  be  produced  -  the  quantities  and  types 
people  will  buy  and,  not  least  important,  wlien  tliey  will  buy  them.  To 
encourage  or  force  an  ever-increasing  rate  of  saving  would  be  to  risk 
a  level  of  consumption  so  low  that  it  would  begin  to  discourage  new 
investment.  If  investors  lost  interest  in  opportunities  at  home  and 
looked  increasingly  to  capital  projects  abroad,  much  of  the  purpose  of 
striving   for  a  higher  domestic  saving   rate  would  be  defeated. 

Consumption  in  some  respects  serves  the  purposes  of  growth  almost 
as  directly  as  saving.  Spending  on  education  and  health  services  may 
be  classified  as  consumption,  but  iixjst  would  agree  that  this  type  of 
spending  has  an  "investment"  element,  even  if  we  consider  only  the 
demands  of  industry  for  a  healthier  and  more  skilled  work- force.  To 
some  extent,  consumption  today  may  also  encourage  saving,  especially  for 
retirement  purposes.  If  v^  assume  that  people  save  for  retirement  in 
order  to  maintain  their  pre-retirement  standard  of  living,  then  their 
willingness  to  save  must  be  related  in  some  degree  to  their  present 
level  of  spending.  Otherwise  we  would  have  to  believe  that  personal 
retirement  saving  rises  and  falls  primarily  in  response  to  interest 
rates,  or  is  geared  mainly  to  subsistence  needs,  or  is  a  reflection  of 
an  irrational  urge  to  hoard  money.  There  is  no  evidence  to  support  any 
assumption  other  tlian  that  retirement  saving  in  the  main  expresses  the 
desire  of  individuals  for  continuity  of  lifestyle  into  their  retirement 
years . 

Whatever  die  ideal  balance  between  spending  and  saving,  it  should 
be  clear  that  it  is  unlikely  to  be  maintained  from  year  to  year  regard- 
less of  current  economic  conditions.  Personal  and  business  saving 
behaviour  responds  to  expectations  for  the  immediate  future.  At  the 
onset  of  inflation  for  example,  individuals  and  businesses  tend  to  spend 
more  and  save  less,  on  the  sound  assumption  that  they  will  "save"  by 
buying  today  rather  than  next  year  when  prices  will  be  much  higher. 
Speculation  is  seen  to  pranise  a  better  return  than  conventional  saving. 
This  "inflation  psychology"  undergoes  a  change,  however,  as  inflation 
persists.  Over-spending  in  the  early  stages  of  an  inflationary  period 
is  followed  by  under-spending  later.  People  and  resources  eventually 
become  under-employed  or  unemployed,  and  investment  as  well  as  spending 
decisions  become  increasingly  cautious.  Under  those  circumstances,  a 
high  rate  of  saving  may  be  interpreted  more  as  a  sympton  of  uncertainty 
than  one  of  a  long-run  preference  for  thrift.  Furthermore,  much  of  the 
additional  saving  tliat  takes  place  in  a  period  of  economic  uncertainty 
may  not  actually  serve  the  purpose  of  promoting  investment.  Unless 
and  until  taken  up  by  borrowers  for  capital  purposes,  savings  will  be 
absorbed  by  government  tiirough  short-term  borrowing   and   channelled    for 
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the  most  part  into  consumption.  With  business  as  well  as  individuals 
displaying  a  reluctance  to  make  longer-term  commitments,  the  normal 
saving-consumption  balance  beccmes  distorted;  what  may  appear  as  "sav- 
ing" is  not  the  same  as  investment,  and  may  not  in  fact  contribute 
to  economic  growth  except  by  keeping  the  advance  from  turning  into  a 
retreat. 

Any  long-range  policy  which  is  based  on  saving  as  a  means  of 
achieving  economic  growth  must  allow  for  periodic  fluctuations  in  the 
proportion  of  incones  people  wish  to  save;  or  it  must  introduce  some 
measure  of  incentive  or  conpulsion  to  ensure  that  a  desirable  minimum 
rate  of  saving   is  maintained. 

To  relate  these  observations  to  the  subject  at  hand,  it  is  instruc- 
tive to  recall  that  retirement  income  at  present  is  provided  through  a 
combination  of  programs,  some  legislative  in  nature,  others  essentially 
private,  but  all  characterized  by  various  degrees  of  voluntarism,  in- 
centives, and  conpulsion.  Even  personal  saving  for  retirement  has  been 
brought  into  the  scope  of  government  influence  through  the  medium  of 
the  RRSP,  with  its  incentives  and  constraints.  While  this  Commission 
prefers  to  enhance  rather  than  furtlier  restrict  the  scope  for  individual 
decision-making  in  providing  for  and  using  retirement  incone,  it  is  also 
mindful  of  the  need  for  positive  governmental  measures  to  ensure  a  flow 
of  savings  into  capital  development.  Our  reccmmendations  in  Chapter  12 
for  a  mandatory  contributory  pension  plan  are  designed,  tiierefore,  with 
due  consideration  of  the  importance  of  saving  in  the  econony  -  hence  the 
element  of  compulsion  -  as  well  as  the  need  to  encourage  individuals  to 
take  as  much  responsibility  as  possible  for  decisions  affecting  their 
incone  in  retirement.  We  avoid  measures  which  would  lock  people  in  to 
an  unrealistically  high  rate  of  saving.  Instead,  our  proposals  leave 
ample  roan  for  governments  to  apply  new  saving  incentives  if  and  when 
needed  to  provide  for  an  increase  in  the  rate  of  investment.  New  areas 
of  individual  choice  would  be  cpened  up,  both  within  and  outside  of  the 
PURS  framework,  thereby  giving  a  measure  of  assurance  that  people's 
savings  will  be  used   in  the  nost  productive  way. 

2)     Econonic  Growth 

An  economy  is  said  to  grow  when  it  is  producing  an  increasing 
volume  of  goods  and  services.  The  growth  indicator  most  frequently  used 
is  real  Gross  National  Product  (GNP)  -  that  is,  tlie  total  value  of  goods 
and  services  produced  in  a  given  year,  adjusted  to  remove  the  effect  of 
price  changes.  The  deflated  or  constant  dollar  GNP  may  tlien  be  used  to 
show  the  year-to-year  growth  of  tlie  economy.  (Sometimes,  real  GNP  is 
stated  in  a  more  meaningful  way  by  relating  it  to  population  to  show 
changes  in  per  capita  output  and  potential  living  standards,  or  to 
the  labour  force,  as  an  indicator  of  productivity.)  After  deducting 
indirect  taxes,  capital  depreciation  and  other  non-income  items  from  GNP 
it  is  possible  to  compute  national  income,   and  to  show  tlie  shares  going 
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to  wages   and   salaries,    corporation  profits,    net    income  of    farmers, 
professionals  and  unincorporated  businesses,   and   invesbnent  income. 

Table  1  illustrates  how  GNP  is  related  to  income  and  how  na- 
tional income  in  the  year  shown  (1977)  was  allocated  to  tJie  several  main 
classes  of  recipient.  Growth,  however,  is  measured  from  year  to  year; 
and  it  is  more  useful  for  our  purpose  to  look  at  the  distribution  of  ex- 
penditures behind  GNP  figures.  In  a  study  prepared  for  the  Commission, 
Donner  and  Lazar  present  the  expenditure  analysis  set  out  in  Table  2. 
Using  percentage  distributions  to  permit  easy  comparisons,  he  shows  the 
main  classes  of  expenditure  for  1977,  an  estimated  distribution  for 
1985,  and  projected  annual  rates  of  change  for  the  main  components  over 
two  periods:      1978-1985  and  1985-1990. 

Table  1 

Gross  National  Product  by  Component,  1977 

Billions  of      Per  cent 
dollars  (a) of  GNP 

Wages  and  salaries  120  57.7 

Corporation  profits  before  taxes  (and 

after  dividends  paid  to  non-residents)  20.6  10.0 

Interest  and  miscellaneous  investment 

income  (before  withholding  taxes)  12.4  6.0 

Net  inccme  of  farm  operators  independent 
professionals,  unincorporated  business, 
and  imputed  net  rent  on  owner  occupied 
building  12.0  5.8 

Less  inventory  valuation  adjustment  (3.2)  (1.5) 

Net  national  income  at  factor  cost  161.8  78 

Add  indirect  taxes  (sales  and  excise) 

less  subsidies  23.4  11 

Add  capital  consumption  allowance  22.7  11 


Gross  National  Product  at  market  prices        207.9         100 

a  Figures  are  for  1977  and  rounded. 
Source  Canada  Year  Book,  1978/79. 

Apart  from  Vi^at  these  projections  may  tell  us  about  activity  in 
certain  sectors  in  the  near  future.  Table  2  provides  a  reference  point 
for  comments  on  the  overall  ability  of   die  economy  to  create  wealth    for 
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its  rtembers.  However,  an  overall  growth  rate  of  4.3  per  cent  forecast 
for  the  1978-1985  period  should  be  compared  with  a  4.4  per  cent  annual 
increase  in  real  consumption  (personal  expenditure)  and  a  4.2  per  cent 
annual  increase  in  investment  (gross  fixed  capital  formation) .  Although 
the  estimated  data  are  subject  to  a  considerable  degree  of  error,  the 
relationship  of  these  three  figures  is  significant  when  we  see  that  the 
rate  of  growth  is  likely  to  decline  to  3 . 6  per  cent  per  year  in  the 
1985-1990  period.  Similarly,  consumption  is  projected  to  increase  at  a 
slower  rate  in  1985-1990.  The  inference  is  clear:  if  consumption  rises 
more  rapidly  than  GNP  or  investment,  the  growth  rate  will  decline,  and 
with  it  the  rate  at  which  incones  increase  to  permit  a  constant  increase 
in  consumption. 

Table  2 

Projected  Growth  and  Distribution  of  Real  GNP  (1971  Dollars)  Conponents 

in  Canada:      1978-1985  and  1985-1990 


Average 

annual 

Distribution 
1977    1985 

growth 

rate 

1978-1985 

1985-1990 

(Per 

cent) 

(Per 

::ent) 

Personal  expenditures 

63.2 

63.3 

4.4 

3.6 

Durable  goods 

11.1 

11.6 

4.9 

Semi-durable  goods 

8.9 

9.1 

4.7 

Non-durable  goods 

18.2 

17.3 

3.7 

Services 

25.0 

25.3 

4.5 

Government  expenditures  on 

goods  and  services 

18.2 

16.4 

3.0 

3.6 

Gross  fixed  capital  formation 

22.3 

22.1 

4.2 

4.6 

Government 

3.2 

2.7 

1.8 

Business 

19.1 

19.4 

4.6 

Residential  construction 

5.0 

3.6 

.3 

Non-residential  construction 

6.3 

6.6 

5.0 

Machinery  and  equipment 

7.8 

9.2 

6.6 

Exports 

23.0 

24.7 

5.3 

3.6 

Imports 

-26.8 

-26.5 

4.2 

4.6 

GNP 

100.0 

100.0 

4.3 

3.6 

Source  Arthur  W.  Donner  and  Fred  Lazar,  "The  Impact  of  Social  Security 
Financing  on  the  Capital  Markets  in  the  1980s,"  Royal  Commission 
on  the  Status  of  Pensions  in  Ontario,  Volume  IX  (background 
papers ) . 

Econanic  projections  of  necessity  are  based  on  measurements  of 
past  behaviour  of  individuals,  businesses  and  governments;  they  do  not 
speculate  on  major  changes  in  government  policy  or  on  unpredictable 
future  events  such  as  the  OPEC-induced  oil  crisis.  They  do  serve, 
however,  to  demonstrate  in  general  terms  the  qperation  and  interaction 
of  known  economic  forces.  If  \^  wish  to  see  a  sustained  long-run  rate 
of  econanic  growth,   for  instance,  our  projections  of   real  GNP  and    its 
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canponents  tell  us  that  tJie  choice  of  strategies  will  focus  on  invest- 
ment ratlier  tlian  consumption;  and  that  means  a  somewhat  higher  level  of 
saving  than  is  likely  to  be  sustained  by  the  present  inclinations  of 
individuals,   business  organizations,   and  government. 

Again  it  must  be  remembered  tJiat  tlie  potential  level  of  retirement 
income  from  all  sources  will  be  determined  in  the  first  instance  by  the 
total  amount  of  income  the  economy  is  able  to  generate  and  therefore 
share  among  its  active  and  inactive  members.  Real  growth  is  basic  to  an 
increase  in  real   incomes. 

3)     Investment  Return 

Retirement  income,  if  it  is  to  fulfil  individual  and  public  policy 
expectations,  must  represent  a  real  rate  of  return  on  capital  and  the 
return  of  that  capital  in  real  terms.  In  government  programs  that 
aim  is  achieved  through  the  indexing  of  benefit  entitlements:  wage 
indexing  before  retirement  in  the  case  of  CPP/QPP  benefits,  and  price 
indexing  after  retirement  in  those  and  other  programs.  In  employment 
and  personal  retirement  plans,  a  minimum  objective  requires  that  funds 
earn  a  real  return  of  possibly  2  to  3  per  cent  per  year  (tliat  is,  after 
excluding  the  inflation  element  of  the  nominal  interest  rate).  Any 
prolonged  period  of  inflation  accompanied  by  inadequate  investment 
yields  (e.g.,  a  9  per  cent  return  and  a  10  per  cent  inflation  rate)  is 
an  obvious  threat  to  the  viability  of  any  non-governmental  pension  or 
savings  plan.  A  defined  benefit  plan  v^ich  promises  pensions  based  on 
final  average  earnings  will  require  higher  levels  of  employer  contribu- 
tions in  order  to  maintain  its  solvency;  in  extreme  cases  such  plans  may 
be  unable  to  meet  tiieir  obligations.  But  defined  contribution  plans  and 
personal  savings  vehicles  will  also  fall  short  of  meeting  the  reasonable 
expectations  of  their  participants.  People  who  see  the  real  value  of 
their  savings  threatened  by  inflation  are  likely,  if  permitted,  to  seek 
otlier  avenues  for  investment  or  spend  their  capital  as  soon  as  possible. 
A  further  canplication  is  introduced  where  funds  are  tied  in  to  long- 
term  securities  at  conparatively  low  interest  rates.  Such  securities, 
if  sold  before  maturity,  will  produce  capital  losses;  a  rate  of  overall 
return  which  in  real  terms  might  have  been  simply  unsatisfactory  may 
turn  out  to  be  negative. 

Over  a  long  period,  say  50  years  or  more,  the  real  rate  of  return 
on  good-quality  investments  is  almost  certain  to  meet  the  require- 
ments of  the  typical  pension  or  savings  program.  Because  of  market 
fluctuations,  however,  the  picture  for  a  particular  pension  plan  or 
individual  is  often  much  less  than  ideal  at  the  time  asset  values  are  to 
be  translated  into  monthly  benefits.  These  realities  of  the  capital 
market  underline  tlie  dependence  of  private  sector  retirement  programs 
on  a  regular  and  sustained  growth  in  the  economy.  Government  action 
may  be  required  to  prevent  some  of  the  more  destructive  effects  of 
short-run  fluctuations  in  investment  yields;  for  example,  measures  may 
be  taken  to  keep  interest  rates  above  the  inflation  rate,   and  so  prevent 

147 


an  outflow  of  funds  from  savings  vehicles  or  from  the  country.  Such 
direct  intervention  in  the  capital  nerket  cannot  be  sustained  over  long 
periods,  liowever,  witiiout  impairing  the  ability  of  tlie  market  to  perform 
its  most  important  function,  that  of  allocating  money  properly  among 
many  competing  industrial  and  business  ventures.  Assuming  tliat  govern- 
ments do  not  in  fact  take  over  an  increasing  share  of  responsibility  for 
direct  investment,  pension  planners  must  make  adequate  provision  for 
periods  of  low  returns  -  marginal  real  rates  of  interest  as  well  as 
capital  depreciation  -  and  be  prepared  to  add  new  money  if  necessary  so 
that  their  programs  will  not  fail  in  the  short  term  to  provide  the 
premised  benefits.  Those  v^^ose  retiranent  income  is  being  generated  in 
the  form  of  capital  accumulation  (as  exposed  to  defined  benefits)  must 
be  better  informed  concerning  tlie  potential  level  of  "real"  income  they 
may  expect  at  retirement,  and  not  merely  the  nominal  value  of  their 
savings.  It  is  important  to  the  success  of  onployment  pension  plans  and 
other  non-governmental  arrangements  that  their  participants  not  be 
misled  by  optimistic,  long-range  pranises  which,  ultimately,  may  bear 
little  resemblance  to  what  individuals  actually  receive. 

4)  Employment  Costs 

Economic  growth,  as  already  pointed  out,  is  irade  possible  by  saving 
fran  the  current  income  stream  and  investing  in  further  productive 
capacity.  Part  of  die  necessary  saving  comes  from  money  earned  by  tliose 
whose  input  is  in  the  form  of  work;  but  the  major  portion  (typically 
much  wore  than  half)  cones  from  business  profits,  or  retained  earnings, 
which  are  reinvested  to  expand  existing  operations  or  are  used  to  fi- 
nance other  income-producing  activities.  Profitability  is  the  objective 
not  only  of  tiie  business  operator,  but  of  society  itself.  Unless  a 
firm  is  able  to  achieve  a  reasonable  spread  between  its  costs  and  its 
revenues,  it  may  be  unable  to  expand  to  take  advantage  of  new  business 
opportunities.  It  may  fall  behind  in  technological  improvements  and 
become  less  able  to  oonpete  with  other  producers  in  the  marketplace. 
Eventually,  the  owners  may  decide  to  sell  the  remaining  assets  and 
invest  in  a  more  profitable  enterprise.  Similarly,  on  a  much  larger 
scale,  any  widespread  rise  in  costs  without  additional  revenues  would 
lead  to  a  general  slowing-down  of  capital  formation,  a  consequent 
deterioriation  in  the  ability  of  Canada  to  compete  internationally  and, 
eventually,   an  outflow  of  capital   to  foreign  investment. 

Employment  costs  alone  do  not,  as  a  rule,  determine  v^^ether  or  not 
a  firm  or  an  industry  will  survive  in  the  domestic  environment.  In 
international  trade,  with  certain  labour-intensive  exceptions,  such 
factors  as  technology,  cost  of  capital  and  availability  of  resources 
(e.g.,  energy)  are  often  more  important  than  wages  and  salaries  in 
achieving  profitable  results.  Nevertheless  it  is  generally  agreed 
that  increases  in  the  cost  of  labour  input,  unless  offset  by  improve- 
ments in  output,  can  have  a  negative  effect  on  investment  decisions 
and,  eventually,  on  all  incomes.  Clearly  then,  society  as  well  as  the 
individual  onployer  has  an  interest  in  keeping  labour  cost  increases    in 
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step  witli  die  ability  of   t±ie  business  to  absorb  tl^em  and  still   generate 
a  satisfactory  profit. 

L.abour  cost  means  all  compensation,  and  obviously  includes  the 
employer's  contribution  to  his  or  her  own  pension  plan  and  to  any  pub- 
lic, mandatory  plan  or  plans.  If  pension  costs  increase,  either  because 
of  benefit  improvements  or  any  other  factor  leading  to  higher  contri- 
butions, the  employer  will  te  less  willing  to  initiate  furtlier  improve- 
ments and  perliaps  unable  to  cto  so.  Where  a  work-force  has  been  cut  back 
due  to  poor  economic  conditions,  pension  costs  may  present  a  more  severe 
problem  than  otherwise.  With  older  workers  retained  while  younger 
workers  are  laid  off,  the  average  pension  cost  in  a  defined  benefit  plan 
is  likely  to  rise  sharply;  and  regular  payments  required  to  amortize  any 
existing  unfunded  actuarial  liabilities  may  not  be  reduced  in  proportion 
to  tiie  reduction  in  payroll.  Even  in  the  healthiest  of  firms,  there 
must  be  an  appreciation  of  the  long-term  cost  commitment  involved  in 
implementing  a  pension  plan:  the  fixed  nature  of  costs  for  past  service 
benefits,  the  pressure  for  higher  benefit  levels  corresponding  to  higher 
wage  levels,  and  the  need  to  satisfy  employees'  needs  for  current 
compensation  as  well  as  retirement  income. 

Of  all  the  many  components  of  employment  cost,  the  portion  at- 
tributable to  £3ensions  is  most  likely  to  differ  substantially  from  one 
employer  to  anotlier,  and  therefore  to  be  a  factor  in  competition  -  in 
the  market  for  the  anployers'  products  and  also  in  attracting  investment 
dollars.  Differences  in  benefit  levels  may  be  the  most  significant 
factor,  ranging  from  generous  to  none  at  all.  But  two  plans  with 
identical  benefits  and  employee  contributions  can  and  often  do  display 
great  differences  in  employer  cost  per  member.  Different  age  distri- 
butions and  different  amounts  of  past  service  are  common.  So  too  are 
the  differences  that  result  from  the  use  of  a  variety  of  funding  nethods 
and  actuarial  assumptions,  from  past  decisions  to  adopt  a  liberal  or 
conservative  funding  strategy,   and  from  good  or  poor  investment  returns. 

Despite  the  obvious  problems  in  determining  longer-term  cost  impli- 
cations and  econonic  side-effects  of  specific  enployment  pension  plans, 
the  need  for  retirement  income  related  to  the  individual's  earnings 
demands  tliat  some  risk  be  taken.  That  means  essentially  tiiat  anployment 
pension  plans  will  be  expected  to  meet  certain  regulatory  standards  but 
otherwise  will  be  encouraged  to  perform  a  large  part  of  the  task  of 
providing  retirement  incone  for  members  of  the  labour  force.  The  roles 
of  a  mandatory  minimum  plan  and  the  Canada  Pension  Plan,  both  discussed 
elsewhere,  do  not  detract  from  that  of  a  network  of  private  programs 
designed  to  meet  the  diverse  planning  objectives  of  anployers  and  their 
employees.  The  Commission  believes  it  necessary  that  both  employers  and 
employees  be  encouraged  to  regard  the  provision  of  retirement  income  as 
a  high  priority  in  deciding  tlie  composition  of  the  compensation  package 
and   in  allocating  current  income. 
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Finally,  it  must  be  borne  in  mind  that  the  saving  represented  by 
pension  contributions  is  an  important  factor  in  econcxnic  growth.  While 
that  benefit  to  society  must  be  regarded  as  a  spin-off  rather  than  a 
reason  for  instituting  pension  plans,  the  fact  tliat  new  investment  flows 
fron  these  mechanisms  sets  them  apart  from  other  types  of  employment 
cost  and  qualifies  them  for  special  attention  by  those  concerned  with 
public  policy  in  the  area  of  retirement  incane. 

5)     Current  Economic  Prospects 

In  planning  for  the  immediate  future  or  the  short-term,  we  must 
direct  our  attention  to  the  economic  feasibility  of  different  rates 
and  types  of  change  within  the  framework  of  any  longer-term  pattern 
of  retirement  income  provision.  In  looking  ahead  toward  the  year 
2030  and  beyond,  the  Commission  has  taken  great  care  to  anticipate  the 
adverse  effects  of  unwise  decisions  based  only  on  perceptions  of  today's 
needs  and  conditions.  The  other  side  of  the  coin,  however,  is  that  a 
practicable  long-range  program  can  create  a  variety  of  dislocations  in 
the  short  term.  That  is  particularly  true  of  any  broad  restructuring 
of  social  security  measures,  involving  as  it  must  a  certain  shift  in 
patterns  of  saving,  income  distribution,  employment  costs,  and  tax 
policies.  We  must  satisfy  ourselves  not  only  that  the  consequences 
of  these  changes  irake  econonic  sense  in  the  long  run,  but  that  their 
short-run  consequences  do  not  impair  the  nation's  ability  to  carry  out 
v\^at  otherwise  would  have  been  a  reasonable  and  feasible  program. 

We  are  concerned  at  this  time  with  a  number  of  real  and  obvious 
economic  difficulties:  a  persistently  high  rate  of  inflation,  a  rising 
level  of  unemployment,  and  a  sluggish  rate  of  private  investment  -  to 
mention  only  the  more  proninent.  Any  additional  cost  to  be  borne  by 
employers,  employees,  consumers  or  taxpayers  will  appear  at  first  glance 
as  something  to  be  avoided  or  at  least  postponed.  Certainly  no  one, 
least  of  all  the  members  of  this  Commission,  will  deny  that  advances  in 
social  policy  are  premised  on  a  healthy  economic  environment,  or  that 
our  spending  is  limited  by  our  ireans. 

Rates  of  growth  in  the  short  and  longer  terms  will  determine  the 
ability  of  the  economy  to  fulfil  its  obligations  to  the  retired  as 
well  as  to  all  those  \a^o  expect  to  maintain  and  improve  their  living 
standards.  At  this  point  therefore,  we  turn  to  a  consideration  of 
growth  prospects  and  their  implications  for  pension  oanmitments . 

As  illustrated  in  Table  2,  it  is  possible  to  make  estimates  of  real 
rates  of  growth,  using  GNP  calculations,  and  to  predict  at  least  the 
main  patterns  of  expenditure  which  underlie  the  gross  figures.  These 
projections  are  developed  in  greater  detail  by  Arthur  Donner  and  Fred 
Lazar  in  their  background  paper  on  capital  markets,  reproduced  in  Volume 
IX.  Their  study  includes  a  comparison,  set  out  in  Table  3,  of  real  GNP 
projections  made  by  tlie  Economic  Council  of  Canada  in  1975  and  1977,   the 
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Ontario  Economic  Council  in  1977,  and  tJie  federal  Department  of  Finance 
in  1978. 

Table  3 

Comparison  of  Economic  Projections  for  Real  Growth  in  GNP 


Economic  Council  of  Canada 

-  12th  Annual  Review 

-  Projection  A  -  1975 

Economic  Council  of  Canada 

-  14th  Annual  Review 

-  Reference  Soln.  -  1977 

Department  of  Finance  -  1978 


Ontario  Economic  Council  -  1977 


1978-1985 
4.3  per  cent 


1975-1980 
5.7  per  cent 


1977-1982 
4.3  per  cent 

1978-1981 
5.5  per  cent 

1978-1981 
5.0  per  cent 


1985-1990 
3.6  per  cent 


1980-1985 
3.6  per  cent 


1983-1987 
4  per  cent 


Source  Artliur  W.  Donner  and  Fred  Lazar,  "The  Impact  of  Social  Security 
Financing  on  tlie  Capital  Markets  in  the  1980s,"  Royal  Commission 
on  tJie  Status  of  Pensions  in  Ontario,  Volume  IX  (background 
papers) . 

Comparison  of  the  estimates  is  not  altogether  satisfactory  because 
of  differing  time  periods.  However  it  is  significant  that  all  the 
estimates  for  1981  and  beyond  reflect  a  decline  in  the  real  growth  of 
GNP  after  tlie  early  1980s.     The  authors  conclude: 

"As  for  tlie  pattern  of  aggregate  demand  over  this  period,  (1978- 
1990)  durable  consumer  expenditures,  exports,  and  energy-related 
capital  projects  will  spark  the  econcmy  up  until  tlie  mid-1980s.  In 
the  second  half  of  the  1980s,  one  may  assume  that  demographic 
factors  will  constrain  the  economy  to  its  full  capacity  growth 
rate  (and  tlie  demographic  factors  will  impact  primarily  on  the 
economic  projections  through  a  slower  rate  of  growtli  in  the  labour 
force).  Thus  this  report  concludes  that  Canada's  economy  will 
grow  at  an  average  annual  rate  of  4.3  per  cent  between  1978  and 
1985,  and  at  a  3.6  per  cent  rate  over  the  balance  of  the  decade. 
Business  investment  in  machinery  and  equipment  will  also  be  strong 
throughout  the  decade,  v^ile  housing  expenditures  are  projected  to 
lag  behind  tiie  economy.  Accelerated  activity  in  the  government  and 
consumer  spending  sectors  otlier  than  durables  which  occurred  during 
much  of  the  1970s  cannot  be  expected   in  the  1980s." 

Since  the  making  of  these  projections,  a  number  of  factors  have 
combined  to  make  the  economic  climate  much  worse.  At  time  of  writing 
some  economists  are  predicting  close  to  zero  growth  levels   in   the   short 
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run.  Whatever  the  degree  to  v^ich  real  GNP  will  be  affected  by  present 
economic  conditions  it  seems  safe  to  assume  that  real  GNP  will  not 
expand  rapidly,  and  that  sometime  about  the  middle  of  the  1980s  there 
will  be  a  falling  off  from  previous  growth  rates.  Support  for  this 
position  is  set  out  in  detail  in  the  Donne r-Lazar  paper.  Some  high- 
lights may  be  noted  here: 

-  There  will  be  a  shift  towards  private  and  public  investment  in 
energy  undertakings  through  the  1980s.  Estimates  average  about 
5  per  cent  of  GNP  for  the  decade. 

-  Net  family  formation  will  decline  as  the  baby  boom  cohorts  age. 
As  a  result,  demand  for  housing  will  decline  and  the  residential 
construction  sector  will  decline  relative  to  other  investment 
sectors. 

-  The  strength  of  consumer  spending  in  the  1980s  will  reflect  the 
general  strengtli  of  the  econany.  Real  wage  gains  will  decline 
as  a  result  of  only  modest  job  creation,  inflation,  high  savings 
rates  encouraged  by  tax  deferment  incentives,  and  lower  levels 
of  confidence.  Real  consumer  spending  is  likely  to  decline  in 
the  mid-1980s. 

Inflation  will  be  met  with  more  rigidity  in  the  labour  and 
product  markets.  Shorter  contractual  agreements  and  built-in 
defences  against  inflation  will  be  demanded  by  tlie  public. 

-  Investment  cpportunities  will  shift  to  the  corporate  sector, 
with  real  growth  in  non-residential  construction  and  machinery, 
and  accordingly  there  should  be  an  increase  in  corporate  bonds, 
equities  and  bank  loans  as  a  share  of  Canada's  total  financial 
assets.  Mortgage  investment  opportunities  will  decline  with  tJie 
decline  in  residential  housing  demand.  Provincial  and  municipal 
borrowing  is  likely  to  decline  as  deficits  are  brought  under 
control . 

-  Capital  funds  will  come  rrore  from  savings  by  business  and  less 
from  savings  by  government.  Notable  in  the  decline  in  the 
government  share  of  investment  is  the  drop  in  social  security 
(CPP/QPP)  savings  as  benefits  tend  to  equal  contributions  in  the 
middle   'eighties. 

If  Vie  accept  tlie  validity  of  these  conclusions  and  those  of  many 
other  econanists,  it  is  clear  tliat  tlie  Canadian  economy  will  not  enjoy 
high  rates  of  real  growth  in  the  next  10  years  or  more.  Retirement 
income  planning  for  tlie  1980s  and  beyond  must  accept  that  reality  and  in 
particular  must  relate  the  cost  of  any  proposed  new  expenditures  to  the 
ability  of   die  econcmy  to  pay. 
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Admittedly  tlie  outstanding  problem  in  this  discussion  is  that  of 
uncertainty.  It  is  difficult  enough  to  make  long-range  projections  tJiat 
enable  us  to  set  realistic  objectives  for  retirement  income  planning. 
Today,  however,  we  must  also  cope  with  an  almost  unparalleled  degree  of 
uncertainty  in  short-term  projections.  Without  knowledge  of  how  or  when 
governments  will  apply  various  policy  measures  to  assist  the  economy  in 
resuming  a  nore  normal  course,  and  without  knowing  tlie  private  sector's 
response  to  such  measures,  it  would  be  futile  to  set  a  precise  optimum 
date  for  tlie  commencement  of  programs  requiring  increases  in  public  or 
private  expenditure.  But  it  would  be  foolhardy  to  advocate  no  action  at 
all,  waiting  instead  for  a  theoretical  state  of  perfect  certainty  which 
is  probably  unattainable. 

Accordingly,  the  observations  in  tJiis  chapter  are  intended  mainly 
as  a  check-list  of  considerations  to  be  taken  into  account  -  first  by 
governments  when  deciding  on  the  specific  timing  and  application  of 
measures  to  restructure  and  improve  existing  arrangements  for  providing 
retirement  inccme;  and  second,  by  the  public  when  evaluating  the  recom- 
mendations contained  in  this  report  and  assessing  any  policies  that  may 
be  adopted. 

It  will  be  clear  fran  this  introductory  section  that  the  inter- 
relation of  retiranent  incone  with  otlier  economic  factors  is  complex,  at 
least  in  an  industrialized  society.  It  is  a  most  patent  fallacy  to 
assume  that  the  provision  of  incone  after  retirement  is  simply  a  matter 
of  oie  group  receiving  while  the  rest  of  society  pays.  Except  for 
payments  based  strictly  on  need,  people's  entitlement  to  income  in 
retirement  arises  in  every  instance  from  some  contribution  of  value, 
tangible  or  intangible,  over  their  lifetime.  It  could  even  be  argued 
that  needs-based  payments  represent  a  form  of  "insurance"  benefit,  paid 
for  as  part  of  the  taxes  which  are  built  into  the  prices  of  the  goods 
and  services  v\^ich  everyone  consumes,  as  well  as  through  income  taxes  as 
and  v^en  people  have  income  to  be  taxed.  After  retirement,  incomes  are 
still  spent,  saved,  and  taxed.  In  other  words,  retirement  in  no  way 
implies  a  cessation  of  participation  in  the  economic  process  that  has 
generated  one's  retirement  income.  At  the  same  time  we  have  noted  that 
the  econcmy  must  be  capable  of  generating  sufficient  incone  in  any  given 
year  to  support  the  total  of  all  payments  to  the  retired  population,  not 
emitting  repayments  of  purely  personal  savings.  For  the  purpose  of 
defining  the  recipients  of  incone  it  is  therefore  necessary  to  speak  of 
an  "active"  and  "non-active"  population  at  a  given  time,  while  not 
forgetting  that  movement  of  people  between  the  two  groups  is  a  normal 
state  of  affairs,  or  tliat  payments  to  the  retired  are  not  "lost"  to  the 
econony . 

While  an  aggregate  view  of  retirement  income  is  essential  to  much 
of  our  discussion  (as  in  Chapter  8  where  net  replacement  ratios  are 
considered)  a  choice  of  mechanisms  for  providing  that  income  involves 
other  important  econonic  questions.  How  much  of  the  retirement  income 
objective   should   be  met   through  private   savings   channels?     Through 
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government-sponsored  contributory  proyrams?  Through  direct  transfers 
from  tax  revenues?  The  answers  may  be  expressed  first  of  all  in  terms 
of  meeting  the  needs  of  Uie  elderly  -  botli  real  and  assumed  needs.  But 
the  most  workable  answers  are  those  which  also  take  into  account  other 
econcmic  realities,  including  tlie  future  prospects  for  creating  higher 
living  standards  generally  and  the  many  factors  underlying  that  growth: 
investment,  econonic  incentives  to  produce,  individual  freedom  to  choose 
between  spending  and  saving,  and  so  on.  Thus,  the  way  in  which  we  may 
decide  to  allocate  responsibility  for  retirement  income  planning  among 
governments,  the  private  sector  and  individuals,  does  not  itself  rest  on 
any  ideological  preference;  but  it  does  rely  on  a  realistic  appraisal  of 
the  economic  system,  as  it  is  today  and  as  it  is  most  likely  to  function 
tOTiorrow. 

Because  it  is  possible  to  foresee  both  a  continuation  of  private 
sector  financing  and  planning  as  major  factors  in  economic  growth,  with 
government  continuing  to  act  primarily  as  regulator  of  an  essentially 
voluntary  economic  system,  it  is  logical  to  design  a  combination  of 
retirement  income  programs  which  will  best  utilize  the  capabilities  of 
both  private  and  government  sectors.  It  is  also  important  to  avoid 
freezing  the  retirement  income  system  by  formulating  a  single  total- 
income  commitment  to  everyone  -  a  commitment  that  would  remove  all 
flexibility,  and  with  it  the  opportunity  to  adapt  retirement  income 
mechanisms  to  tlie  reality  of  changing  economic  structures.  Accordingly, 
the  retirement  income  system  contemplated  by  this  Commission  is  not 
impervious  to  change,  although  it  is  hoped  that  it  will  be  less  vulner- 
able than  most  to  short-term  political  decisions. 


SPECIFIC  COST  AND  BENEFIT  CONSIDERATIONS 

Costs  of  specific  government  programs  of  pensions  and  income 
supplements  are  discussed  in  detail  in  Chapters  5  and  6  in  this  section 
of  the  report,  and  in  Volume  V  (Canada  Pension  Plan).  At  this  stage 
it  is  appropriate,  in  the  context  of  a  discussion  of  larger  economic 
processes,  to  oanment  on  the  approach  the  Commission  has  taken  to  the 
problem  of  v>eighing  probable  cost  against  the  desirability  of  various 
benefit  improvements. 

The  following  discussion  begins  with  a  review  of  the  demographic 
projections  presented  in  otlier  parts  of  tlie  rej-xirt,  and  continues  with 
observations  on  the  several  areas  of  possible  benefit  improvement  and 
their  cost  implications. 

Demographic  Considerations 

Cost  estimates  of  pension  promises,  those  already  made  and  those 
society  may  decide  to  make  in  the  future,  require  an  informed  guess  as 
to  the  numbers  of  people  who  will  receive  the  benefits.  It  is  also 
necessary   to  estimate   the  proportion  of    total   population   that  will 
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appear  in  tiie  retired  group,  and  Uie  proportion  diat  will  remain  in  the 
active  labour  force  and  produce  incane  to  be  shared  with  the  elderly.  A 
canplete  examination  by  the  Commission  is  set  out  in  Volume  V.  The 
number  of  people  who  will  reach  age  65  between  now  and  2045  is  already 
determinable,  subject  to  changes  in  mortality  and  immigration.  There- 
fore MS  know  within  a  fairly  narrow  range  tow  many  will  be  eligible  for 
benefits,   and   their  sex  distribution. 

The  composition  of  the  work-force  (aged  20  to  65)  during  the  same 
period  is  determinable  for  tlie  segment  already  born.  For  the  rest  we 
must  rely  on  estimates  of   tiie  birtli  rate  in  future  periods. 

For  reasons  set  out  in  Volume  V,  the  Commission  is  not  as  pessim- 
istic as  some  other  commentators  about  future  fertility  rates.  The  baby 
boom  "echo"  resulting  from  the  absolute  number  of  births  to  members  of 
the  baby  boom  itself  will  have  a  positive  effect  on  population  growth, 
especially  when  v^  consider  the  rate  of  growth  in  the  labour  force.  The 
CPP  contributions  of  those  in  the  "echo"  group  will  be  available  to 
offset  the  additional  pension  cost  of  tlieir  parents'  retirement.  In 
fact  the  Commission's  projections  indicate  that  the  baby  boom  serves  to 
produce  a  lower  cost  for  tlie  CPP  as  currently  financed  for  the  decades 
tjefore  and  after  2030  than  would  have  arisen  from  a  more  normal  rate  of 
population  growth  in  the  post-war  years. 

On  tlie  Commission's  most  probable  fertility  assumption,  which 
postulates  a  slight  improvement  in  fertility  rates  in  the  1980s  before 
levelling  off  to  the  Statistics  Canada  rate  of  1  (zero  population 
growth)  in  tJie  year  2000,  v\«  have  projected  population  for  Canada  in 
selected  years  as  follows: 

Table  4 

Population  of  Canada,   Projections  to  2050 

Total  65  and  over 

2000 
2010 
2020 
2030 
2040 
2050 

Source     Royal  Coranission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,   /^pendix  A-7. 

The  Commission's  projections  also  show  that  the  proportion  of 
females  to  males  will  increase  from  the  56.3  per  cent  recorded  for 
Canada  in  the  1976  Census  to  58.2  per  cent  in  2050;  for  Ontario  the 
figures  are  58.1  per  cent  for  both  periods.  However,  as  the  following 
table  shows,  the  female  proportion  will  rise  to  a  peak  in  2000,  fall 
back  to  2025  and   then  resume   its  rise   to  2050. 
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(Thousands) 

251 

118 

562 

210 

951 

357 

1,226 

467 

According  to  these  projections  therefore,  the  sex  distribution  in 
the  population  65  and  over  in  2050  will  be  the  same  in  Ontario,  and 
only  maryinally  different  (1.9  per  cent)  in  Canada  from  what  it  is  at 
present.  However  when  these  percentages  are  ooinbined  with  tiie  absolute 
numbers   forecast,    the  dimensions  become  clearer. 

The  1976  Census  showed  tliat  for  tlie  population  65  and  over,  there 
were  251.5  thousand  more  wamen  than  men  in  Canada,  118.3  thousand  more 
in  Ontario.  This  differential  is  expected  to  grow  over  the  period  to 
the  year  2050,   and  result   in  the  figures  set  out   in  Table  6. 

Table  6 

Excess  of  Females  over  Males   in  the  Population  65 

and  over,    Canada   and  Ontario,    Selected   Years 

1976-2050 

Canada  Ontario 

1976 
2000 
2025 
2050 

Source  1976  Census  of  Canada,  Statistics  Canada, 
Cat.  92-831,  Vol.  I,  and  data  prepared 
for  tlie  RDyal  Commission  on  the  Status  of 
Pensions  in  Ontario  using  the  Royal 
Commission's  most  probable  fertility 
assumptions. 

The  implications  for  Canadian  society  from  such  a  growth  in  num- 
bers are  important.  Female  pensioners  of  the  year  2050  are  likely  to 
have  spent  considerable  time  in  the  work-force,  unlike  their  mothers' 
generation;  as  a  consequence,  their  benefits  from  CPP  and  individual 
pension  sources  will  be  higher,  but  their  reliance  on  government  support 
such  as  CIS  and  survivor  benefits  is  likely  to  be  a  great  deal  less. 
The  realities  of  women's  work  patterns,  contribution  to  society,  and 
resulting  expectations  of  rewards  from  it  will  be  a  major  factor  in 
the  pension  scene  in  tlie  next  century.  These  factors  were  taken  into 
account  as  far  as  possible  in  projecting  costs  for  government  programs 
in  the  future. 

Old  Age  Security 

Based  on  its  population  projections  the  Commission  has  forecast  tlie 
future  costs  of  the  Old  Age  Security  and  its  supplements.  For  detailed 
figures  see  Volume  V,  Appendix  F.  Expressed  in  terms  of  GNP,  which 
is  also  projected  on  the  Commission's  most  probable  assumptions,  the 
following   trends  are  notable: 


157 


Table  7 

Old  Age  Security  in  Canada,  as  a  Share  of  GNP  for 

Selected  Years 

~~~~  ~~  (Per  cent) 

1980  1.71 

1990  1.59 

2000  1.38 

2010  1.17 

2020  1.27 

2030  1.28 

2040  .99 

2050  .88 

Source     Royal  Canmission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,   ^pendix  F-1. 

In  the  Table  7  projections  the  OAS  is  fully  indexed  to  the  Consumer 
Price  Index  only,  and  tlierefore  its  cost  declines  in  relation  to  the  OSIP 
which  in  the  projections  is  expanding  by  real  growth  in  the  econony.  We 
see  a  trend  towards  an  increase  in  the  share  of  GNP  in  the  years  2020 
and  2030  reflecting  retirement  of  the  baby  boon  population.  After  2030 
the  trend  resumes  its  downward  path.  The  same  pattern  is  projected  for 
Ontario. 

CIS  and  Spouse's  Allowance 

The  Commission's  projections  for  the  Guaranteed  Income  Supple- 
ment(l)  and  Spouse's  Allowance,  both  with  indexing  to  the  Consumer  Price 
Index,   show  a  similar  pattern   (Table  8): 

Table  8 

GIS  and  Spouse's  Allowance  as   a  Share  of  GNP   for 

Selected  Years 


(Per  cent) 

1980 

.62 

1990 

.49 

2000 

.33 

2010 

.34 

2020 

.32 

2030 

.32 

2040 

.24 

2050 

.20 

Source  Royal  Commission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,  Appendix  F-4. 

We  note  that  the  downward  trend  resumes  earlier  (2020)  than  for  the  CAS. 
This  reflects  the  link  between  the  CPP  and  GIS.  With  a  maturing  CPP, 
fewer  of  tlie  population  will  require  GIS  for  income  support. 
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Maturing  of  Uie  CPP  is  expected  by  tJie  late  1980s,  after  the  YMPE 
has  escalated  to  tlie  average  v^ge  level  and  tJiat  level  has  become  fully 
reflected  in  Uie  three-year  averaging  on  which  retirement  pensions  are 
based.  Those  receiving  "mature"  CPP/QPP  pensions  will  account  for  a 
gradually  increasing  proportion  of  tlie  elderly  population;  their  higher 
incomes  in  turn  will  irean  a  significant  long-term  reduction  in  total 
expenditures  for  GIS  and  other  income  supplements  for  tliose  65  and  over. 
Possible  abolition  of  mandatory  retirement  and  the  splitting  of  CPP/QPP 
credits  in  the  event  of  divorce  would  operate  in  the  same  direction 
and  slightly  lower  tlie  use  of  GIS.  However,  the  effect  of  inflation 
on  private  pensions  and  annuities  is  to  reduce  their  real  value  and 
thus  increase  claims  on  GIS.  Post-retirement  pension  improvements 
in  employment  plans  will  not  cover  all  losses  due  to  inflation,  and 
annuities  from  RRSPs  and  otlier  arrangements  do  not  in  general  increase 
with  inflation. 

Future  expenditures  on  incane  supplements,  taken  separately,  may  be 
expected  to  be  affected,  marginally  at  least,  by  the  way  in  which  the 
income  test  acts  to  offset  one  type  of  benefit  against  another,  and  also 
by  the  operation  of  various  tax  credits.  The  new  residence  formula  for 
OAS  pensions  (when  phased  in)  will  reduce  the  amount  of  OAS  benefit 
payable  to  some  in  the  over-65  group  and  so  lead  to  an  increase  in 
claims  for  income  supplements.  On  balance,  however,  it  is  reasonable  to 
forecast  a  declining  trend  in  costs  for  GIS  and  Spouse's  Allowance  in 
relation  to  tlie  GNP. 

To  get  some  idea  of  tlie  magnitude  of  the  costs  for  OAS  and  GIS  and 
Spouse's  Allowance  we  may  compare  them  with  projections  of  cost  for  the 
CPP  on  a  pay-go  basis  (see  Volume  V,  ^pendix  D) .  Table  9  uses  Canada 
Pension  Plan  figures  only,  as  the  Commission  did  not  project  costs  for 
the  Quebec  Pension  Plan.  Consequently  the  results  can  be  examined 
only  in  relation  to  CPP  costs  and  not  as  a  percentage  of  GNP.  All 
projections  are  based  on  the  Commission's  most  probable  fertility  and 
econanic  assumptions. 

Table  9 

CPP,  0^,   and  GIS  and  Spouse's  Allowance  (Canada  less  Quebec)  as  a 

Percentage  of  CPP  Contributory  Earnings  in  Selected  Years 

CPP        OAS        GIS  and  SA        Total 

1980 
1990 
2000 
2010 
2020 
2030 
2040 
2050 

Source  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  Volume  V, 
Appendices  F-2  and  F-5. 
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(Per 

cent) 

(Per  cent) 

2.86 

4.83 

1.65 

9.34 

4.61 

3.90 

1.15 

9.66 

5.73 

3.33 

.93 

9.99 

6.34 

2.80 

.75 

8.89 

8.08 

3.02 

.77 

11.87 

9.28 

3.01 

.72 

13.01 

8.87 

2.41 

.55 

11.83 

9.45 

2.14 

.46 

12.05 

From  Table  9  we  can  see  how  the  cost  of  total  social  security 
programs  will  tend  to  rise  until  2030,  drop  slightly  for  tlie  next  decade 
or  so  and  then  begin  to  rise  again.  However,  the  share  of  cost  of 
various  prograins  will  differ,  with  Q^S,  GIS,  and  GIS  and  SA  declining  as 
a  share  of  tlie  total.  This  results  not  only  from  the  improvement  in  the 
econonic  status  of  tliose  receiving  GIS  and  SA  but  also  because  these 
benefits  rise  with  prices  rather  tlian  wage  levels. 

GAINS 

In  addition  to  its  share  through  taxes  of  the  federal  government 
programs,  Ontario  must  also  consider  costs  of  its  own  programs.  The 
Canmission  has  not  made  projections  for  the  cost  of  GAINS.  However,  we 
can  see  from  the  Ontario  Financial  Report  for  tlie  year  ending  March  31, 
1979  that  total  GAINS  payments  for  the  year  were  $99  million.  This 
figure  includes  ^aayments  for  certain  classes  other  than  tliose  65  and 
over,  but  the  total  amount  took  up  only  slightly  more  tlian  one- tenth  of 
one  per  cent  of  the  Gross  Provincial  Product  of  $90,250  million,  for  the 
year  ending  December  31,  1978.  As  the  Canada  Pension  Plan  matures,  we 
may  expect  GAINS  to  decline  in  importance  in  the  same  fashion  as  the 
GIS. 

Other  Ontario  Benefits 

Figures  in  the  Ontario  Financial  Report  for  the  cost  of  otlier  bene- 
fits were  not  broken  out  for  tiiose  65  and  over.  These  other  benefits 
for  tlie   fiscal  year  ending  March  31,   1979  were  as  shown   in  Table  10. 

Table  10 

Selected  Benefit  Costs,  Ontario,  1978-79 

(Millions  of  dollars) 
Family  Benefits  Act  and  General 

Welfare  Assistance  Act  586 

Ontario  Drug  Benefit  Plan  89 

Housing  Subsidization  92 

Ontario  Tax  Credits  434 

OHIP  Premium  Relief  340 

Total  1,541 

(1.7  per  cent  of  GPP) 

Source  Province  of  Ontario  Financial  Report  1979. 

Total  direct  incone  support  payments  to  all  low-income  residents 
(including  GAINS)  totalled  1.8  per  cent  of  GPP. 

Budget  Paper  B  appended  to  the  Ontario  Budget  1978  dealt  specifi- 
cally with  estimated  cost  relief  to  Ontario  pensioners  (presumably  those 
65  and  over)  for  tlie  fiscal  year  ending  March  31,  1978.  Although  the 
figures  in  Table  11  cannot  be  compared  directly  to  those  in  Table  10 
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they  do  provide   some   help   in   realizing    the   extent  of   assistance   to 
Ontario's  older  population  tJirough  programs  other  tlian  GAINS. 

Table  11 

Cost  Relief  to  Ontario  Pensioners,  1977-78 

Cost  in  millions 
of  dollars 

OHIP  Premium  Waiver(a)  154 

Ontario  Drug  Benefit  Plan  73 

Subsidized  Nursing  Homes (b)  130 

Subsidized  Homes  for  tlie  Aged(b)  109 

Subsidized  Housing (a)  54 

■Total  520 

a  Includes  spouses  under  65  and  any  other  other 

dependents, 
b  Cost  shared  with  the  federal  government. 

Source  Ontario  Budget  1978. 

Health  Costs  in  the  Future 

A  large  part  of  the  costs  in  Table  11  relates  to  health  care.  It 
has  been  suggested  that  with  the  growth  in  numbers  of  those  65  and  over 
af>d  the  increase  in  the  ratio  of  this  group  to  the  20-64  age  group, 
health  costs  will  explode  in  future  years.  The  report  of  tlie  Ontario 
Council  of  Health  in  1978,  Health  Care  for  the  Aged,  indicates  that  this 
is  not  necessarily  so.  It  points  to  the  changing  age  structure  of  the 
older  population  of  Ontario.  Based  on  the  population  projection  of 
Statistics  Canada   tlie  report  notes: 

"In  brief,  the  number  of  persons  who  will  be  between  75  and  79 
years  of  age  and  in  the  age  groups  over  80  will  increase  propor- 
tionately at  a  faster  rate  than  those  in  tlie  younger  groups  among 
the  older  population,  that  is  tliose  65-69  and  70-74  respectively. 
For  example,  those  persons  aged  65-69  in  Ontario  will  increase 
between  now  (1976)  and  the  end  of  the  century  by  54.4  per  cent; 
those  between  the  ages  of  80  and  84  will  increase  by  97.1  per  cent; 
and   those  who  are  90+  years  will   increase  by  191.3  per  cent." (2) 

The  Council  also  stressed  the  need  to  design  programs  for  the 
various  segments  of  the  older  age  groups  and  to  avoid  assuming  all  over 
65  to  be  alike.     They  explain: 

"It  is  increasingly  recognized  that  Canadians  65  to  74  years  of  age 
are,  as  a  vv^iole,  relatively  problem  free.  The  majority  are  still 
married,  friends  of  the  same  age  are  living,  they  are  in  relatively 
good  health  and  are  managing  reasonably  v^ll  economically  iDecause 
of  two  or  more  pensions.  After  age  65,  the  problems  of  ill  health, 
widov^ood,   loneliness,   poverty  and  so  on  are  all    fairly  generally 
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on  the  increase  and  similarly  with  the  need  for  health  and  social 
services.  As  age  increases  the  need  for  and  the  prospect  of 
institutionalization  increases.  Data  from  the  United  States  and 
the  United  Kingdom  indicate  that  those  past  78  are  about  three 
times  as  likely  to  be  residing  in  an  institution  as  those  in  the 
age  group  65-74." (3) 

Based  on  the  fact  that  the  "young  old"  group  (65  to  75)  are  better 
educated,  better  off  and  healthier,  vje  may  expect  that  this  group  will 
be  less  of  a  burden  on  the  productive  group  of  society,  both  for  income 
support  and  health  care,  than  it  is,  relatively  speaking,  at  the  present 
time.  The  "old-old"  (85  and  over)  however  will  increase  at  a  faster 
rate  proportionately  by  virtue  of  the  same  conditions  and  will  require 
more  care.  On  balance,  it  is  possible  to  forecast  that  health  costs  for 
the  oldest  segment  of  the  population  will  be  somewhat  offset  by  the  de- 
creased requirements  of  those  65  to  75.  While  costs  of  health  care  will 
rise,  the  increase  can  be  controlled  by  planning  now  for  more  effective 
delivery  of  health  care. 

Effects  of  Inflation 

OAS,  GIS,  and  CPP  retirement  benefits  in  payment  are  fully  linked 
to  increases  in  the  Consumer  Price  Index.  How  will  continuing  high  lev- 
els of  inflation  affect  the  costs  of  these  programs?  In  its  projections 
for  each  program,  the  Cotimission  had  the  cost  broken  out  for  tlie  benefit 
without  indexing,  and  the  indexed  portion. 

Table  12,  based  on  the  Commission's  most  probable  fertility  and 
econanic  assumptions,  shows  how  OAS  costs  are  affected  by  inflation. 
Our  projections  express  expenditure  as  a  percentage  of  GNP. 

Table  12 

Old  Age  Security,  Canada,  Projected  Expenditures, 

Selected  Years,  as  a  Percentage  of  GNP 

Non-indexed      Fully  indexed 

1980 
1990 
2000 
2010 
2020 
2030 
2040 
2050 


(Per  cent) 

1.58 

1.71 

.88 

1.59 

.52 

1.38 

.30 

1.17 

.22 

1.27 

.15 

1.28 

.08 

.99 

.05 

.88 

Note     Based  on  the  Itoyal  Conmission's  most  proba- 
ble econanic  and  fertility  assumptions. 
Source     Royal  Conmission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,  ^pendix  F-1. 
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(Per  cent) 

1.52 

1.69 

.71 

1.57 

.35 

1.39 

.17 

1.24 

.11 

1.38 

.06 

1.46 

.03 

1.19 

.01 

1.00 

In  addition,  the  Commission  made  projections  based  on  its  low/low 
fertility  assumptions  and  its  high  economic  assumptions  -  assumptions 
which,  taken  together,  vvould  seem  to  represent  the  worst  position  pos- 
sible  for  the   future.     The  results  are  found   in  Table  13. 

Table  13 

Old  Age  Security,  Canada,  Projected  Expenditures, 

Selected  Years,  as  a  Percentage  of  (3^P 

Non- indexed Fully  indexed 

1980 
1990 
2000 
2010 
2020 
2030 
2040 
2050 

Note     Based   on    the   Royal   Commission's   low/low 

fertility  and  high  economic  assumptions. 
Source  Royal  Commission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,  Appendix  G-8. 

Conparison  of  the  figures  in  Tables  12  and  13  must  be  done  with 
care  because  with  the  differences  in  fertility  rates  ws  have  no  constant 
base  to  which  to  apply  tlie  change  in  the  indexing.  GNP  projections  are 
also  affected  by  the  fertility  rates.  However  we  can  see  that  the 
cost  of  a  fully  indexed  OAS  by  the  year  2000  is  nearly  3  times  the 
non- indexed  benefit  under  the  Commission's  most  probable  inflation 
assumption,  (Table  12)  and  four  times  the  non-indexed  benefit  under  the 
higher  inflation  assumption  (Table  13).  By  2030  the  total  cost  is  eight 
and  a  half  times  the  non-indexed  benefit  on  most  probable  inflation 
(Table  12)  and  24  times  on  the  high  inflation  assumption  (Table  13). 
Keeping  in  mind  that  tiie  two  inflation  assumptions  are  4  per  cent  and  6 
per  cent,  it  is  readily  apparent  what  an  expanding  impact  continuing 
inflation  at  high  rates  would  have  on  the  cost  of  the  benefit.  The  two 
tables  also  indicate  how  different  rates  of  inflation  would  affect  the 
value  of  the  benefit  to  the  recipient  group  in  relation  to  GNP.  A 
non-indexed  OAS  pension  wDuld  obviously  lose  its  real  value  more  rapidly 
with  a  higher  inflation  rate.  Under  either  inflation  assumption  the 
benefit  is  seen  to  become  virtually  worthless  in  two  or  three  decades 
without  some  form  of   indexing. 

Table  14  shows  a  similar  breakout  for  indexing  and  non- indexing 
of  the  CPP,  as  currently  financed,  as  a  percentage  of  contributory 
earnings. 
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Table  14 

Canada  Pension  Plan  Retirement   Benefits  Only,    as 

a  Percentage  of  CPP  Contributory  Earnings 


Indexing 

Non-indexed 

Component 

Total 

(Per  cent) 

(Per  cent) 

1980 

1.44 

.28 

(16)(a) 

1.72 

1990 

2.27 

.74 

2000 

2.85 

.99 

2010 

3.21 

1.11 

(25)(a) 

4.32 

2020 

4.43 

1.47 

2030 

5.16 

1.89 

7.05 

2040 

4.63 

1.99 

2050 

5.19 

2.01 

(28)(a) 

7.20 

Note     Based  on  the  Royal  Ccsumission's  most  proba- 
ble econoTiic  and  fertility  assumptions. 

a     Figures  in  brackets  represents    the   percentage 
of  the  indexed  portion  of   the  total. 

Source     Royal  Commission  on  the  Status  of  Pensions 
in  Ontario,  Volume  V,   Appendix  C-1. 

Fran  Table  14  we  can  see  that  the  portion  attributable  to  indexing 
rises  fran  16  per  cent  of  the  total  in  1980  to  28  per  cent  in  2050. 
Since  CPP  benefits  reflect  movements  in  the  Average  Industrial  Wage  up 
to  retirement,  the  Consumer  Price  Index  element  is  a  less  significant 
part  of  the  overall  cost  than  it  is  for  OAS,  CIS  and  tlie  Spouse's 
Allowance. 

Wage  and  Price  Indexing 

As  Vie  have  seen,  government  programs  are  indexed  in  some  way  to 
cope  with  loss  of  purchasing  power  resulting  fron  inflation.  OAS,  CIS 
and  SA  are  increased  in  line  with  increases  in  the  Consumer  Price  Index 
while  CPP  pensions  are  indexed  to  the  Average  Industrial  Wage  up  to 
retirement  and   thereafter  to  tiie  CPI. 

Some  briefs  to  the  Commission  have  called  for  indexing  government 
programs  to  wages  so  that  recipients  will  share  in  the  productivity 
gains  made  by  tlie  econany  after  their  assumed  withdrawal  fraii  the  work- 
force. The  Commission  would  not  favour  such  a  change.  We  have  seen  how 
indexing  to  the  CPI  affects  the  cost  of  the  OAS  and  the  CPP,  and  to 
move  to  wage  indexing  would  be  even  more  costly.  Before  undertaking 
additional  costs  one  must  examine  tlie  goal  of   indexing. 

Because  the  premise  for  retirement  income  continues  over  a  number 
of  years  it  is  usual  in  government  programs  to  build  in  an  adjustment  to 
ensure  that  the  principles  of  adequacy  and  replacement  will  be  satis- 
fied.    With  the  OAS,    CIS   and  SA   the  government    role    is    to  provide   a 
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minimum  which  will  be  adequate  in  retirement.  In  the  Commission's 
opinion  it  is  necessary  for  ensuring  continuation  of  adequacy  that 
the  minimum  be  increased  with  increases  in  the  CPI.  That  assurance 
of  consumption  adequacy  is  sufficient  in  our  opinion  for  government 
programs  which,  in  addition  to  their  retirement  income  objectives, 
must  also  allow  room  for  sufficient  economic  incentive  to  the  active 
population. 

Wage  indexing  before  retirement,  however,  may  be  consistent  with 
the  replacement  goal,  as  in  the  CPP  where  initial  benefits  are  linked  to 
the  AIW.  After  benefits  commence,  indexing  to  the  CPI  is  all  that  is 
necessary  to  maintain  the  consunption  level   in  retirement. 

It  should  be  noted  too  that  where  wage  indexing  is  in  place  its 
cost  cannot  be  linked  solely  to  each  year's  GNP.  Therefore  in  making 
any  promise  for  wage  indexing  the  impact  over  the  long  term  of  what  is 
premised  must  be  carefully  assessed. 

The  Commission  believes  that  retirement  income  provision  at  low 
levels  of  income  should  be  related  to  need  only.  The  universality 
of  the  OAS  runs  counter  to  this  but  probably  must  be  continued  on  a 
universal  basis  because  of  the  former  earmarked  taxes. 

Increasing  CPP  Benefits 

Many  of  the  briefs  to  the  Commission  suggested  that  the  benefit 
structure  of  the  CPP  be  increased  to  a  higher  percentage  of  the  Average 
Industrial  Wage.  Although  the  CPP  is  now  paid  for  out  of  contributions 
by  \Ararkers  and  onployers  it  is  necessary  to  consider  the  cost  to  the 
econcrny  of  such  proposals.  Since  the  CPP  is  not  fully  funded  it  repre- 
sents for  the  most  part  an  immediate  transfer  from  the  productive  to 
the  non-productive  portion  of  the  population.  The  Commission  has 
carefully  considered  in  Volume  V  the  cost  effects  of  the  CPP  in  light 
of  demographic  trends  and  inflation,  and  has  concluded  that  with  a 
reasonable  rate  of  growth  in  the  economy  in  the  future  the  present 
benefit  structure  (based  on  25  per  cent  of  contributory  earnings  up  to 
the  AIW)  is  viable  without  requiring  undue  demands  on  the  work-force  of 
the  future.  However  to  improve  the  benefit  structure  of  the  CPP  either 
on  its  present  funding  basis  or  on  a  fully  funded  basis  would  have  major 
implications  for  the  economy. 

The  CPP  is  presently  partially  funded  and  its  current  cost  is  paid 
partly  from  earnings  on  the  fund.  On  the  premise  that  the  partial 
funding  is  a  charge  on  the  GNP  it  appears  desirable  to  move  to  full 
funding;  but  the  Commission  has  rejected  this  approach  for  the  several 
reasons  set  out  in  Volume  V  of  the  report.  The  consequences  of  this  for 
the  (3MP  are  discussed  in  the  Donner-Lazar  paper  on  the  capital  markets 
in  Volume  IX  of  the  report.  Because  of  the  large  indebtedness  of  the 
various  provinces  to  the  CPP  it  seems  impossible  or  undesirable  in 
terms  of   cost   to  alter   substantially   the   existing   financing   of    the 
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CPP.  However  to  compound  these  difficulties  by  increasing  the  benefit 
structure  of  the  CPP  now  or  in  tlie  future  in  the  Cominission' s  opinion 
would  be  unwise. 

As  an  alternative,  the  Commission  proposes  a  mandatory  employ- 
ment pension  plan  witii  a  money-purchase  design.  Over  the  long  term  a 
significant  improvement  in  the  level  and  distribution  of  benefits  will 
be  achieved.  At  the  same  time,  the  fully-funded  basis  of  this  plan  vd.ll 
contribute  to  tlie  capacity  of  tlie  econatiy  to  grow  and  tlierefore  produce 
the  pronised  retiranent  income. 


CONCLUSIONS 

The  following  points  should  be  taken  into  consideration  when  any 
planning  is  done  for  retirement  incone  provision.  To  ignore  any  of  them 
is  to  court  economic  consequences  which  the  Commission  believes  in  the 
long  run  are  unacceptable. 

Without  any  improvements  in  existing  benefit  levels  and  design  of 
government  programs,  CAS,  CIS  and  SA,  and  GAINS,  demographic  trends 
indicate  additional  costs  both  because  of  longer  life  expectancies 
and  trends  towards  a  greater  proportion  of  women  than  men  surviving 
into  retirement.  Continuing  inflation  and  benefit  indexing  also 
mean  higher  costs  for  existing  programs. 

This  cost  burden  can  be  borne  easily  or  with  difficulty  depending 

a)  on  the  size  of  the  work-force,  which  will  in  turn  be  affected 
by  birth  rates,  immigration  and  emigration  and  work-force 
participation  rates;  and 

b)  on  tiie  productivity  of  the  work-force,  i.e.,  its  ability  to 
provide  a  real  rate  of  growth  in  the  Gross  National  Product. 

Forecasts  for  real  growth  in  the  GNP  during  the  1980s  generally 
agree  that  growth  will  be  slow  and  will  not  return  to  the  rates  of 
growth  experienced  in  the  1960s.  Sane  predict  zero  growth  for  the 
early  1980s. 

Real  growtli  in  GNP  is  dependent  in  large  measure  on  capital  invest- 
ment which  is  fostered  by  long-term  savings.  To  tlie  extent  that 
government  increases  its  share  of  GNP  by  transfer  payments  and 
financing  of  its  deficit  through  personal  and  corporate  income 
taxes,  the  amount  of  GNP  available  for  long-term  capital  investment 
will  decrease,  and  with  it  tlie  productivity  of  tlie  work- force  (the 
measurement  of  real  growth  in  GNP).  The  lower  tlie  productivity  the 
greater  tlie  burden  of  existing  programs  on  the  work- force. 
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The  overall  effect  of  tliese  factors  in  tJie  opinion  of  the  Commis- 
sion is  to  create  a  climate  for  the  1980s  in  which  any  increases  in 
existing  governiaent  programs  should  be  approached  witli  great  caution.  It 
is  a  time,  the  Commission  believes,  when,  recognizing  that  our  resources 
for  tlieso  programs  are  not  limitless,  vie  should  husband  those  resources 
and  live  witii  the  realities  of  tlie  198Us.  Two  ways  of  doing  this  are 
clear  to  tlie  Commission. 

First:  Any  increases  in  existing  government  programs  should  be  allo- 
cated on  a  needs  basis  only.  Tliis  means  tliat  tlie  CftS  need  not 
be  increased  on  a  universal  basis;  that  net  replacanent  ratios 
are  an  essential  approach  in  assessing  needs;  and  that  indexing 
to  wages,   post-reti cement,   need  not  be   instituted. 

Ontario  is  in  a  position  now  to  control  future  costs  for  its 
elderly  by  making  policy  decisions  on  a  needs  basis  only.  De- 
tailed cost  considerations  are  set  out  in  Volume  I,  Chapter  8. 
It  is  important  for  tlie  Government  of  Ontario  to  resist  any  new 
proposals  for  its  prograias  v^ich  oould  be  universal  in  nature, 
and  also  to  reduce  universality  in  existing  programs  as  far  as 
possible. 

Second:  Any  increases  should  be  oosted  on  a  realistic  basis  to  reveal 
in  detail  both  present  cost  and  projected  cost.  These  costs 
must  then  be  set  into  the  framework  of  the  share  of  GNP  re- 
quired to  cover  such  costs,  and  tlie  effect  such  allocation  will 
have  on  capital  investment.  Real  growth  in  GNP  should  be 
monitored  with  care  to  assess  how  much  can  be  set  aside  for 
retirement  income  provision  both  fran  present  consumption  and 
savings. 

An  example  of  a  policy  change  recommended  by  some  which  requires 
such  cost  assessment  is  the  lowering  of  the  age  at  which  government 
programs  are  made  available.  Dr.  Pesando  discusses  some  of  the  economic 
implications  of  such  a  move  in  his  paper  on  "Trends  in  Retirement  Age" 
printed  in  full  in  Volume  VIII  of  this  report.  His  analysis  does 
not  include  any  calculations  as  to  actual  cost  but  points  out  where 
shifts  in  cost  might  take  place.  From  tliis  it  can  be  seen  that  however 
popular  an  age  reduction  might  be  politically,  its  oost  implications  are 
far-reaching  and  may  not  be  what  Canada  in  the  1980s  can  afford  in 
relation  to  other  measures. 

An  even  more  cogent  example  is  found  in  the  Canada  Pension  Plan. 
Increasing  the  CPP  is  advocated  by  many  as  a  quick,  efficient,  and 
politically  feasible  answer  to  a  number  of  perceived  needs  for  retire- 
ment income.  The  Canmission  has  examined  and  rejected  this  option  as 
inconsistent  with  the  realities  of  oost  and  economic  consequences  out- 
lined above.  The  greatest  weakness  in  such  an  approach,  the  Commission 
believes,   lies   in  its  econonic  consequences  for  tJie  future: 
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1.  Present  contribution  rates  for  tlie  CPP  result  in  a  buildup  of 
funds  fran  the  excess  over  benefits  paid.  To  this  extent  the 
CPP  represents  savings,  at  least,  insofar  as  they  have  been 
invested  in  productive  assets  and  have  not  simply  replaced 
provincial  taxation.  If  no  changes  are  made  in  the  contri- 
bution rates  to  CPP,  the  savings  accumulated  since  1966  will 
gradually  disappear  around  the  year  2000.  If  benefits  (and 
presumably  contributions)  are  increased,  CPP  savings  will 
increase  proportionately  during  the  period  when  contributions 
exceed  benefit  payout.  Ihe  amount  of  savings  and  the  period  of 
their  accrual  would  depend  on  various  factors  and  would  not 
necessarily  coincide  with  the  present  forecasts  of  "critical 
years . " 

Much  controversy  has  raged  over  the  utilization  of  these 
savings  in  the  CPP.  If  one  believes  that  the  savings  have  in 
fact  encouraged  governraent  spending  rather  than  investment, 
then  increasing  tlie  monies  available  to  government  for  these 
purposes  could  serve  to  expand  the  money  supply  once  more  and 
fuel  more  inflation.  If  changes  can  be  made  to  allocate  the 
savings  into  capital  investment  an  increase  in  saving  could 
result  in  real  growth  in  GNP. 

The  Conmission  is  not  persuaded,  as  discussed  in  detail  in 
Volume  V,  that  the  mechanisms  exist  for  controlling  the  use  of 
savings  in  the  CPP  over  the  long  run  to  ensure  their  use  as 
capital  investment  funds. 

2.  Because  CPP  cost  is  now  below  the  contribution  levels  and 
should  continue  to  be  until  the  middle  1980s  and  after,  de- 
pending on  real  growth  rates  in  the  GNP,  we  have  an  opportunity 
to  put  in  place  a  plan  which  will  in  the  long  run  provide 
retirement  incone  built  on  private  capital  investment.  The 
PURS  plan  reconmended  by  the  Commission,  while  requiring  a  long 
time  to  mature,  will  provide  directly  for  long-term  investment 
which  will  be  allocated  through  the  private  capital  markets. 
The  additional  capital  investment  will  generate  real  growth  in 
the  GNP.  The  government  will  be  required  to  borrow  at  market 
rates  rather  than  under  artificial  rules  set  up  under  the  CPP. 
Thus,  PURS  will  increase  real  earnings  before  retirement  and 
will  provide  the  resources  to  pay  pensions  after  retirement. 

3.  Part  of  the  appeal  in  increasing  the  CPP  is  the  apparent  low 
cost  of  doing  so.  Various  subsidies  have  been  available  in 
the  CPP  (such  as  full  pensions  after  only  10  years'  contri- 
butions) which  make  a  CPP  pension  look  inexpensive.  The 
Conmission  expects  some  upturn  in  the  birth  rate  to  ease  the 
intergenerational  burden  implicit  in  the  funding  design  of  the 
CPP.  However  the  real  problem  arises  fron  the  single  fact  that 
the  true  cost  of  CPP  benefits    is   obscured.      To   increase   the 
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CPP  on  this  same  basis  is  only  to  continue  to  ignore  true 
costs.  Again,  the  PURS  plan  recommended  by  the  Commission 
puts  tiie  cost-benefit  relationship  in  clear  perspective.  If 
the  economy  prospers,  real  rates  of  growth  will  enhance  the 
benefits  accruing  under  the  PURS  plan.  Each  person  will  pay 
for  his  or  her  own  pension  and  will  also  benefit  from  his  or 
her  cwn  contributions. 

4.  Continuing  or  increased  emphasis  on  the  position  of  the  CPP 
in  a  retirement  income  system,  so  long  as  the  cost-benefit 
relationship  is  not  equalized,  has  a  little- realized  effect  on 
tlie  whole  field  of  retirement  income  provision.  As  we  have 
seen  in  Volumes  VI  and  VII,  the  employment  pensions  provided 
for  QTiployees  of  the  public  sector  occupy  a  very  large  part  of 
employment  pension  provision.  Costs  of  these  pensions  are  a 
concern  of  the  Commission  and  of  the  public.  Nearly  all  of 
these  plans  are  integrated  with  the  CPP.  Any  increase  in  the 
benefit  structure  of  the  CPP  therefore  without  providing  for 
payment  of  the  full  cost  of  the  CPP  benefit  now  (i.e.,  full 
funding)  would  result  in  a  lower  cost  to  the  public  sector  for 
the  portion  of  its  pension  promise  covered  by  the  CPP.  The 
result  would  be  to  obscure  further  the  cost  of  public  sector 
pension  pranises.  The  Commission  is  of  tlie  opinion  that  cost 
controls  for  public  sector  pensions  are  imperative  and  tliat  the 
basis  for  such  controls  is  an  ability  to  identify  the  true 
costs. 

5.  Increasing  CPP  benefits  also  brings  with  it  autanatic  inflation 
protection  and  therefore  higher  costs.  We  have  discussed  in 
Volume  V  the  effect  of  inflation  on  CPP  costs.  In  simply 
increasing  the  CPP  more  issues  are  raised  as  to  how  much  infla- 
tion protection  is  needed  and  how  it  is  to  be  handled. 


We  have  referred  to  the  almost  unprecedented  degree  of  economic 
uncertainty  which  faces  Canada  as  we  move  into  the  1980s.  Policy 
decisions  made  in  the  next  few  years  in  the  area  of  retirement  income 
provision  must  take  into  account  that  uncertainty  by  avoiding  commit- 
ments, especially  in  new  government  programs,  involving  large  additional 
claims  on  currerit  incone  for  consumption  purposes.  At  tlie  same  time,  it 
is  necessary  tliat  we  identify  and  attempt  to  deal  as  pronptly  as  possi- 
ble witli  the  income  needs  of  the  elderly,  and  take  steps  to  inaugurate  a 
retirement  income  system  that  will  progressively  improve  the  financial 
security  of   the  retired  population,  present  and  future. 

Consistent  with  that  aim,  the  Conmission  has  arrived  at  a  strategy 
which  leaves  government  with  a  well-defined  role  of  ensuring  adequacy  of 
retirement  inccme  at  age  65  and  the  private  sector  with  an  enlarged  role 
in  assisting   individuals  to  provide  for  continuation  of   lifestyles  after 
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retirement,  with  as  much  choice  in  timing  of  retirement  and  level  of 
retirement  income  as  the  system  can  reasonably  provide. 

On  tlie  government  side,  it  is  essential  that  initiatives  in  carry- 
ing out  this  strategy  be  based  on  a  demonstrated  need  to  achieve  income 
adequacy,  and  not  on  an  extension  of  the  universal  approach.  And  in 
both  the  public  and  private  sectors  there  is  a  need  to  determine  and 
disclose  the  costs  involved  in  any  program  that  is  to  be  instituted.  We 
must  not  be  induced  to  make  or  accept  pension  pronises  for  which  we  are 
not  prepared  to  pay,  directly  or  indirectly. 
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NOTES 

(1)  Projections  based  on  levels  in  force  at  January  1,  1979. 

(2)  Rejport  of  the  Ontario  Council  of  Health,  Health  Care  for  the  Aged, 
1978,  p.  22. 

(3)  Ibid.,  p.  36. 
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Chapter  18 


Constitutional  Issues  and  Retirement  Income 


PENSIONS  AND  THE  OONSTITUTION 

Pensions  are  not  specifically  referred  to  in  the  British  North 
America  Act,  1867,  which  established  the  distribution  of  legislative 
powers  between  the  Parliament  of  Canada  and  the  provincial  legislatures. 
Since  no  explicit  constitutional  provision  existed,  jurisdiction  over 
employment  pensions  has  been  assumed  by  the  provinces  through  their 
power  to  legislate  in  matters  affecting  property  and  civil  rights. 
Legislation  in  tlie  area  of  public  pensions  (government  programs)  has 
developed  through  a  sharing  of  jurisdiction,  in  practice  and  by  virtue 
of  constitutional  amendment.  Pension  development  both  in  employment 
pensions  and  government  programs,  has  been  and  still  is  characterized 
by  a  high  degree  of  co-operation  not  only  between  the  provincial  and 
federal  governments,  but  among  the  provinces  themselves. 


GOVERNMENT  PROGRAMS 

Before  passage  of  tlie  Old  Age  Pensions  Act  in  1927,  income  for  the 
elderly  was  provided  Uirough  municipal  relief  or  private  charity.  The 
British  North  America  Act  (sec.  92.7)  granted  the  parliament  of  each 
province  the  exclusive  power  to  legislate  with  regard  to  the  "estab- 
lishment, maintenance  and  management  of  hospitals,  asylums,  charities, 
and  eleemosynary  institutions  in  and  for  tiie  province,  other  than  marine 
hospitals."  No  provision  existed  for  social  security  as  we  know  it 
today;  hence  this  clause  was  regarded  as  the  constitutional  basis  for 
legislation  in  respect  of  government  pensions. 

The  1927  act  authorized  the  federal  government  to  enter  into  an 
agreement  with  the  provinces  to  pay  half  the  cost  of  pensions  paid  under 
provincial  legislation.  The  province  was  assumed  to  have  jurisdiction; 
therefore  without  provincial  participation  there  could  be  no  old  age 
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pension.      Ontario   joined    the   program    in   1929,    but    it  was    ten  years 
before  all  the  provinces  were  participating. 

This  was  the  situation  until  1951,  vhen  the  1927  Act  was  replaced 
by  the  Old  Age  Security  Act,  v^^ich  provided  a  universal  pension  at  age 
70,  and  the  Old  Age  Assistance  Act  v^i^ich  provided  an  incone-tested  pen- 
sion for  those  aged  65  to  70.  A  constitutional  amendment  was  required 
to  permit  these  programs.  This  was  the  second  amendment  to  the  BNA 
Act  involving  social  security  legislation;  a  previous  amendment  had 
been  made  (in  1940)  to  acconmodate  the  Unemployment  Insurance  Act.  (This 
Federal  scheme  was  first  enacted  in  1935  but  was  found  by  the  Supreme 
Court  of  Canada  and  the  Privy  Council  to  be  beyond  the  legislative 
ccmpetence  of  Parliament).  Section  94A  was  enacted  to  provide  that: 
"the  Parliament  of  Canada  may  fron  time  to  time  make  laws  in  relation 
to  old  age  pensions  in  Canada,  but  no  law  made  by  the  Parliament  of 
Canada  in  relation  to  old  age  pensions  shall  affect  the  operation  of 
any  law  present  or  future  of  a  Provincial  Legislature  in  relation  to 
old  age  pensions."  Thus,  provincial  paramountcy  was  assured  and  the 
federal  government  could  proceed  with  the  old  age  security  programs. 
The  provinces  remained  free  to  enact  their  own  income  programs  for 
the  elderly.  Six,  including  Ontario  (GAINS),  have  introduced  income 
supplements  for  needy  persons  over  65. 

The  Old  Age  Security  pension  was  financed  originally  by  a  spe- 
ciat  tax,  while  the  incone-tested  Old  Age  Assistance  was  a  shared-cost 
federal-provincial  undertaking.  Subsequent  developments  saw  a  reduction 
in  the  age  requirement  for  the  universal  OAS  pension  from  70  to  65;  a 
consequent  phasing-out  of  Old  Age  Assistance;  and  a  federal  program  of 
incone  supplements  for  needy  Old  Age  Security  recipients. 

When  the  Canada  Pension  Plan  was  first  introduced  in  the  House  of 
Conmons  in  1963,  the  federal  government  had  the  constitutional  authority 
to  enact  an  earnings-related  contributory  pension  plan  without  provin- 
cial consent  by  virtue  of  Section  94A  of  the  BNA  Act.  However  it  was 
proposed  that  the  benefits  payable  should  include  survivor,  death,  and 
disability  benefits.  Inclusion  of  these  benefits  required  provincial 
consent  since  they  were  not  specifically  old  age  pensions. 

Lengthy  negotiations  with  the  provinces  eventually  resulted  in  the 
Canada  Pension  Plan  and  a  parallel  Quebec  Pension  Plan.  The  E3SIA  Act  was 
amended  by  the  re-enactment  of  Section  94A  as  follows: 

"The  Parliament  of  Canada  may  make  laws  in  relation  to  old  age 
pensions  and  supplementary  benefits,  including  survivors'  and  disa- 
bility benefits  irrespective  of  age,  but  no  law  shall  affect  the 
operation  of  any  law  present  or  future  of  a  provincial  legislature 
in  relation  to  any  such  matter." 

The  Canada  Pension  Plan  was  established  by  a  federal  act,  which 
applies  unless  a  province  establishes   its  own  plan.     The  provincial  plan 
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must  provide  benefits  "comparable  to  those  provided  under  the  Act."  The 
CPP  and  QPP  are  comparable  but  not  identical,  e.g.,  the  QPP  provides  for 
a  child-rearing  dropout.  The  plans  are  interrelated  with  regard  to 
recognition  of  contributions  and  benefits. 

Any  amendment  altering  a  level  or  class  of  benefits,  rates  of 
contributions,  contribution  or  benefit  formulas,  operation  of  the  CPP 
Account  or  Investment  Fund  or  the  CPP  Advisory  Committee  cannot  come 
into  effect  unless:  "the  Lieutenant-GDvernor  in  Council  of  each  of  at 
least  2/3  of  the  included  provinces,  having  in  the  aggregate  not  less 
than  2/3  of  the  population  of  all  of  the  included  provinces,  has  signi- 
fied the  consent  of  such  province  thereto."  Ontario,  with  over  2/3  of 
the  population  of  the  included  provinces  (all  provinces  except  Quebec) 
has  a  veto  over  changes  to  tlie  CPP.  Quebec  may  amend  the  QPP  subject  to 
the  comparability  requirement.  Federal-provincial  co-operation  was 
required  for  the  constitutional  amendment,  the  design  of  the  legis- 
lation, and  the  operation  of  the  program.  The  CPP  is  designed  and 
operated  as  a  joint  program. 

Although  the  provinces  have  the  primary  legislative  authority 
in  the  area  of  government  pensions,  the  federal  government  has  assumed 
the  leadership  historically.  The  federal  role  is  enhanced  by  the 
spending  power  of  the  federal  Parliament.  The  end  result  is  a  combined 
federal-provincial  role  in  governraent  pensions  for  the  elderly.  However, 
the  federal  government  alone  provides  the  bulk  of  income  to  the  needy 
elderly. 

The  1979  Task  Force  on  Retirement  Income  Policy  (Lazar  Report) 
considered  the  advisability  of  withdrawal  by  the  federal  government  fron 
the  area  of  incone-tested  programs  on  the  ground  that  the  provinces 
are  responsible  for  social  assistance  policies,  and  also  because  of 
variations  in  need  from  one  province  to  another.  The  Task  Force  pointed 
out  that  tlie  federal  government  has  an  accepted  role  in  maintaining 
minimum  national  standards  for  tlie  elderly,  and  its  withdrawal  might  run 
counter  to  any  plans  for  a  more  broadly  based  federally-administered 
guaranteed  annual   inccme  program. 

The  Canmission  recognizes  a  consensus  that  the  aim  of  ensuring  a 
basic  level  of  incane  in  retirement  to  the  needy  elderly  is  best  served 
by  a  national  approach.  The  provinces  have  agreed  to  share  this  power, 
while  reserving  their  legislative  authority.  Overall,  in  fact,  the 
provision  of  retirement  income  by  government  programs  has  been  a  shared 
responsibility  and  co-operation  has  been  effected. 

Enployment  Pensions 

Employment  pensions  are  essentially  a  matter  of  provincial  juris- 
diction as  "property  and  civil  rights  in  the  province."  However, 
pensions  for  federal  government  employees  and  employees  of  companies 
regulated  by  federal  legislation  such  as  banks  are  governed   by   federal 
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legislation.  Federal  civil  servants  are  menibers  of  the  Public  Service 
Superannuation  Plan  and  pension  plans  for  employees  of  federal  under- 
takings are  governed  by  the  Pension  Benefits  Standards  Act   (Canada). 

In  addition,  the  federal  government  exercises  considerable  control 
through  its  power,  under  the  Income  Tax  Act,  to  accept  pension  plans  for 
registration  to  qualify  for  deduction  of  contributions  and  exemption  of 
investment  income  for  tax  purposes   (as  described   in  Chapter  14). 

Six  provincial  governments  (Alberta,  Manitoba,  Nova  Scotia,  Ontario, 
Quebec,  and  Saskatchewan)  have  enacted  legislation  regulating  pension 
plans.  These  acts  are  similar;  all  require  plans  to  be  registered  with 
a  provincial  authority  and  comply  with  standards  of  vesting,  solvency, 
investment,  and  disclosure.  Relevant  provisions  of  the  Ontario  Pension 
Benefits  Act  are  discussed  in  Chapter  13;  also  in  Chapter  8  (vesting) 
and  Chapter  9    (funding,    solvency). 

The  first  provincial  pension  legislation,  indeed  the  first  private 
pension  legislation  in  Nortli  America,  was  enacted  by  Ontario  in  1963 
following  the  report  of  the  Ontario  Committee  on  Portable  Pensions.  The 
pension  legislation  did  not  come  fully  into  effect  until  January  1, 
1965.  Prior  to  this  time,  the  only  regulation  of  pension  plans  was  tliat 
exercised  indirectly  by  the  Department  of  National  Revenue.  Contribu- 
tions to  plans  had  been  deductible  since  1917  but  regulation  was  slight 
until  1947.  At  that  time,  guidelines  were  issued  dealing  with  vesting 
(required  at  age  50  with  20  years'  service)  and  funding.  Regulation  of 
vesting  was  discontinued  in  1959  when  the  federal  government's  power  to 
regulate  vesting  was  attacked  on  constitutional  grounds. 

Federal  control  continues  to  be  extensive  through  the  enactment  of 
a  detailed  set  of  guidelines  at  the  taxation  administrative  level. 
These  information  circulars  deal  with  many  aspects  of  plan  design  in- 
cluding funding,  investment  of  plan  funds,  and  payment  of  benefits. 
In  certain  areas  the  tax  guidelines  are  quite  detailed,  especially 
on  some  topics  not  covered  by  provincial  legislation.  For  example, 
the  current  information  circular  (No.  72-13R6)  deals  extensively  with 
the  maximum  pension  benefit  and  other  benefits  allowed,  retirement 
age  and  contributions  -  all  matters  not  dealt  with  specifically  in 
provincial  legislation.  There  has  been  no  constitutional  challenge  to 
the  departmental  rules. 

The  goals  of  tax  policy  and  pension  benefits  policy  are  not  iden- 
tical. Certain  conflicts  exist.  For  example,  in  setting  actuarial 
assumptions,  the  tax  guidelines  prevent  the  adoption  of  salary  scales 
exceeding  the  assumed  interest  rate,  v>tiile  pension  benefits  legislation 
favours  more  realistic  salary  scales.  Pension  benefits  legislation  must 
therefore  be  in  concert  with  tax  policy  to  preserve  tax  deductibility. 
The  need  for  reconciling  tlie  two  somev^at  different  approaches  is  recog- 
nized in  the  practice  of  consultation  between  taxation  and  provincial 
supervisory  authorities  -  not  on   specific   cases    (because   of    the   need 
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for  confidentiality)  but  on  a  workable  approach  to  certain  classes  of 
administrative  problem.  Barring  a  constitutional  challenge  at  one  level 
or  the  otlier,  this  co-operation  is  likely  to  continue.  At  present, 
therefore,  none  of  the  apparent  conflicts  seems  to  represent  a  [jractical 
obstacle  to  effective  administration. 

Uniformity  of  Employment  Pension  Legislation 

In  a  country  where  authority  is  decentralized  among  tlie  provinces, 
a  uniform  legislative  approach  is  necessary  for  matters  affecting  busi- 
nesses which  operate  in  more  than  one  province  and  people  whose  job 
locations  change  from  one  province  to  another.  Einployment  pensions  in 
particular,  involving  as  they  do  both  employers  and  onployees,  require  a 
high  degree  of  uniformity  as  to  legal  provisions  and  aininistration. 

Three  aspects  of  uniformity  should  be  ocmmented  on.  Itie  first  is  a 
uniform  position  on  whether  tlie  rights  and  obligations  arising  out  of 
employment  pension  plans  should  be  the  subject  of  legislation.  Of  a 
possible  eleven  jurisdictions  including  the  federal  government,  seven 
have  pension  benefits  legislation.  New  Brunswick,  British  Columbia, 
Newfoundland,  and  Prince  Edward  Island  have  no  comparable  legislation. 
As  a  result,  anployees  moving  fran  a  jurisdiction  with  no  legislation 
into  a  jurisdiction  with  legislation  have  no  protection  for  pension 
credits  in  the  jurisdiction  without  legislation.  Even  with  complete 
uniformity  of  legislation  and  regulation  in  seven  jurisdictions,  a 
pension  system  would  not  be  possible.  It  is  to  t)e  hoped  that  British 
Columbia  which  has  been  considering  pension  legislation  for  some  time 
will  see  fit  to  pass  a  Pension  Benefits  Act  soon,  and  that  New  Bruns- 
wick, Newfoundland  and  Prince  Edward  Island  will  follow  suit.  The  way 
would  then  be  open  for  effective  uniformity  in  the  two  other  aspects: 
policy  and  regulation. 

Uniformity  in  policy  and  uniformity  in  regulation  are  not  always 
clearly  distinguished.  We  may  take  vesting  as  an  example.  Whether 
or  not  there  should  be  preservation  of  pension  rights  on  termination  is 
a  matter  of  policy.  The  extent  of  that  protection  is  also  a  policy 
matter  in  setting  the  vesting  rule  or  conditions  to  be  satisfied  before 
rights  are  preserved.  The  application  of  the  vesting  rule  in  specific 
situations  is  then  a  matter  of  regulation. 

The  seven  jurisdictions  with  pension  benefits  legislation  have 
worked  out  arrangements  for  uniform  administration,  and  common  regis- 
tration procedures  are  in  operation. 

The  Ontario  Pension  Benefits  Act  (Section  10)  provides  that  the 
Pension  Commission  of  Ontario  may  enter  into  agreements  with  the  autlior- 
ized  representatives  of  a  designated  province  or  the  Government  of 
Canada  to  provide  for  the  reciprocal  registration,  audit,  and  inspection 
of  pension  plans.  The  Pension  Commission  has  so  designated  Alberta, 
Quebec,  the  Northwest  Territories  and  Yukon  Territory,  Saskatchewan, 
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Manitoba,  and  Nova  Scotia,  and  has  entered  into  reciprocal  agreements 
with  each,  as  well  as  with  the  Government  of  Canada.  B^  such  agreements 
plans  are  registered  in  the  province  or  jurisdiction  where  the  plurality 
of  members  are  employed,  and  the  registering  authority  undertakes  to 
apply  tlie  law  of  all  other  authorities  having  jurisdiction  in  respect  of 
a  particular  plan. 

Conmon  registration  procedures  have  worked  well  in  practice,  but 
there  is  now  considerable  concern  about  the  preservation  of  uniform 
regulations.  The  Canadian  Manufacturers'  Association  (Brief  210) 
referred  to  the  fact  that  many  employers  have  operations  in  several 
provinces  and  tiierefore  it  endorses  "the  principle  of  uniform  standards 
and  legislation  covering  private  pension  plans." 

The  Trust  Companies'  Association  (Brief  361)  stated 

"One  of  the  primary  objectives  of  Federal  and  Provincial  leg- 
islation in  the  pension  field  was  to  develop  uniform  rules  and 
requirements  across  Canada,  so  that  pension  administration  could  be 
organized  to  allow  plan  sponsors  \A*iose  operations  extend  beyond  a 
single  province  to  file  with  only  one  regulatory  authority,  namely 
that  of  the  jurisdiction  in  which  the  majority  of  employees  are 
located . 

"While  this  principle  has  been  well  stated,  the  practical  applica- 
tion of  it  is  quite  another  matter.  Pension  legislation  itself 
has  become  more  comprehensive  and  complex,  and  the  variations 
among  the  several  pension  jurisdictions  have  increased  and  added  to 
the  complexity.  The  application  of  human  rights  legislation  to 
employee  benefits  has  compounded  the  problem.  This  situation 
should  receive  serious  consideration,  as  it  is  a  deterrent  to  the 
encouragement  of  private  pension  plans." 

Among  the  existing  differences  in  provincial  and  federal  legisla- 
tion are: 

Vesting 

Manitoba  differs  from  the  other  provinces  having  pension  benefits 
legislation,  and  Canada  in  providing  conditional  vesting  after  10  years' 
service  without  an  age  requirement.  All  others  use  a  vesting  rule  of 
age  45  and  10  years  of  service.  Recent  amendments  in  Saskatchewan,  to 
cone  into  effect  in  July  1981,  will  require  vesting  where  years  of  age 
and  service  total  45. 

Minimum  Benefit 

Not  all  of  the  legislation  provides  that  a  plan  member's  pension 
must  be  equal  at  least  to  the  value  of  his  or  her  own  contributions. 
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Disclosure 

Manitoba  requires  substantially  greater  disclosure  tlian  other 
provinces.     Disclosure  rules  vary  among  the  other  provinces. 

Integration 

Various  methods  of  integrating  government  benefits  (CPP  and  OAS) 
are  permitted. 

Funding 

Test  valuation  rules  differ  for  Ontario,  Quebec  and  the  federal 
jurisdiction.  Other  provinces  do  not  have  test  valuation  regulations. 
Only  Ontario  and  Nova  Scotia  exempt  post-retiranent  indexing  from  regu- 
lar funding  requirements. 

Financial  Statements 

Quebec  requires  annual  filing  of  certified  financial  statements. 
Federal  regulations  require  certified  financial  statements  and  triennial 
filings  of  such  audited  statements.  Ontario  accepts  a  certified  state- 
ment by  tlie  plan  sponsor  on  tlie  assets  of  the  pension  fund. 

Successor  Employer 

Ontario,  Manitoba,  and  Nova  Scotia  require  that  if  an  employer 
sells  all  or  part  of  the  business  without  providing  for  the  assumption 
of  pension  obligations  by  the  new  onployer,  anployees  remain  entitled  to 
accrued  benefits  under  the  original  employer's  plan.  Re-employment  by 
the  successor  onployer  is  not  treated  as  termination  of  service  under 
the  original  plan.  Service  with  both  employers  is  counted  as  continuous 
service  for  vesting  and  eligibility  rules  under  the  successor  anployer's 
plan.     Other  jurisdictions  do  not  have  these  provisions. 

Contributions 

Enployer  contributions  must  be  made  quarterly  under  the  federal 
regulations  and  within  120  days  of  the  plan's  fiscal  year  end  for  oth- 
ers. Employee  contributions  must  be  submitted  within  60  days  for  Sask- 
atchewan, Manitoba,  and  Nova  Scotia,  within  30  days  of  deduction  for 
Ottawa,  and  within  the  following  calendar  month  for  Ontario.  Alberta 
and  Quebec  have  no  time  limit  for  remittance  of  employee  contributions. 

Priority  on  Termination 

Only  Quebec  makes  specific  provision  for  priorities  in  the  distri- 
bution of  assets  when  a  plan  is  terminated. 
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The  above  list  is  not  exhaustive,  but  it  suggests  the  complexity  of 
pension  administration  for  anployers  carrying  on  business  in  more  than 
one  jurisdiction,  for  employees  moving  fron  one  province  to  another,  and 
for  the  supervisory  authorities.  It  also  indicates  a  significant  lack 
of  uniformity  in  both  policy  and  regulatory  aspects. 

The  Canadian  Association  of  Pension  Supervisory  Authorities  (CAPSA) 
was  formed  in  May  1974  composed  of  one  designated  person  from  each  ju- 
risdiction having  pension  benefits  legislation.  The  initial  signatories 
to  the  founding  agreement  v^ere  Ontario,  Quebec,  Alberta,  Saskatchewan, 
and  the  federal  government.  Since  that  time,  Manitoba  and  Nova  Scotia 
have  joined  the  association.  The  objectives  as  set  out  in  the  founding 
agreement  are: 

1.  to  assess  the  legislation  in  force  and  to  recommend  changes  to 
legislation  or  regulations  to  improve  or  clarify  tlie  programs; 

2.  to  proTKDte  uniformity  of  pension  supervisory  legislation; 

3.  to  co-ordinate  the  supervisory  activities  of  the  members  of  the 
Association; 

4.  to  provide  a  "group  identity"  when  dealing  witli  various  organ- 
izations and  the  public  in  general; 

5.  to  receive  views  of  the  public  concerning  supervisory  legisla- 
tion and  its  administration  and,  where  appropriate,  to  seek 
public  reaction  to  proposals  under  consideration  by  member 
jurisdictions; 

6.  to  establish  and  maintain  liaison  with  authorities  and  organ- 
izations in  Canada  and  other  countries  to  exchange  ideas  and 
information. 

CAPSA  serves  as  a  useful  forum  for  discussion  of  pension  regulatory 
legislation  with  a  view  to  working  out  uniformity  of  approach  and,  where 
possible,  identical  wording  for  the  statutes  and  regulations.  Its 
mandate  to  advise  on  policy  issues  is  less  clear.  Its  membership  com- 
prises only  those  vihose  specific  concern  is  regulation.  Disappointment 
with  CAPSA  expressed  by  some  in  the  pension  industry  is  indicative  of 
seme  misunderstanding  of  the  role  of  CAPSA.  It  is,  however,  the  only 
intergovernmental  agency  in  the  area  of  employment  pensions,  and  its 
co-ordinating  function  is  important. 

The  recent  amendments  to  the  Saskatchewan  Pension  Benefits  Act, 
making  a  significant  departure  from  the  legislation  of  the  other  six 
jurisdictions  in  the  areas  of  vesting  and  rights  on  termination,  point 
up  the  lack  of  consultation  among  the  jurisdictions  on  policy  as  opposed 
to  regulatory  matters,  and  among  persons  who  have  input  to  their  respec- 
tive governments  at  the  policy  level.   If  the  Government  of  Ontario 
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adopts  the  recommendations  of  this  Commission  affecting  policy  matters, 
it  is  to  be  hoped  tliat  such  changes  could  be  discussed  at  the  policy 
level  with  the  other  jurisdictions  before  legislation  is  passed.  For 
this  purpose  the  Commission  recommends  that  steps  be  taken  to  create  a 
body  along  tlie  lines  of  CAPSA  for  discussion  of  pension  policy  matters 
by  persons  having  input  into  tlieir  respective  governments  at  the  policy 
level.  The  Commission  envisages  such  a  body  as  a  companion  to  CAPSA, 
witli  the  two  oo-operating  to  formulate  a  uniform  pension  policy  which 
tlien  may  be  implemented  by  a  uniform  regulatory  approach. 

Federal  or  Provincial 

Discussion  of  uniformity  raises  a  basic  question  of  whether  the 
regulation  of  emplo^^'ment  pensions  would  be  more  appropriate  at  the  fed- 
eral level.  Twenty  years  ago  the  Ontario  Committee  on  Portable  Pensions 
observed : 

"Whatever  tlie  constitutional  position,  it  must  be  recognized  that 
most  large  anployers  operate  in  at  least  several  provinces.  Their 
pension  cperations  call  either  for  some  form  of  national  regu- 
lation of  the  previous  type,  or  for  uniform  provincial  regulation. 
Provincial  regulation  would  in  turn  call  for  some  new  means  of 
enforcement  owing  to  the  absence  (at  present)  of  the  provincial  tax 
sanction  outside  Quebec  and  Ontario. 

"Tlie  Dominion  regulation  of  Federally  registered  life  companies  has 
long  recognized  that  tlie  operations  of  a  nationwide  life  office  are 
in  many  respects  indivisible.  It  is  true  that  some  aspects  of  the 
insurance  business  such  as  premium  income  and  benefit  payments  can 
be  subdivided  by  provinces,  but  an  effort  to  divide  all  aspects 
of  nationwide  life  and  annuity  business  into  as  many  as  ten  sec- 
tions appears  to  us  extremely  artificial  and  wasteful  as  well 
as  repugnant  to  the  actuarial  principles  involved.  It  would  be 
hard  to  justify  either  the  costs  of  compliance  or  the  costs  of 
administration  involved  in  such  a  division  of  a  nationwide  pension 
undertaking  into  small  parts.  In  the  case  of  insured  plans  placed 
with  Federally  registered  companies,  and  of  plans  placed  with  the 
Canadian  Government  Annuities,  local  jurisdiction  would  no  doubt  be 
waived,  but  tliere  remain  the  trusteed  plans  which  are  the  largest 
group  in  terros  of  membership  and  assets. 

"The  same  reasons  that  call  for  national  jurisdiction  over  commer- 
cial banking  and  saving  banks,  and  over  much  of  life  insurance, 
also  seem  applicable  to  a  large  part  of  the  pension  business.  The 
pension  business  conbines  a  species  of  long-term  savings  banking 
with  a  form  of  insurance,  and  it  operates  in  large  part  on  an 
intecprovincial  basis. 

"We  recognize  that  there  are,  at  the  same  time,  a  host  of  employers 
that  operate  wholly  within  a  single  province.  Ihe  business  of  their 
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pension  plans  resembles  that  of  the  local  fire  and  life  insurance 
companies  and  fraternal  societies  already  under  provincial  juris- 
diction. Such  objections  as  there  are  to  provincial  regulations  in 
this  part  of  the  pension  field  rest  on  other  grounds,  mainly  the 
heavy  cost  of  providing  competent  enforcement  and  inspection  in  the 
smaller  provinces  owing  to  the  technical  character  of  the  business. 
In  life  insurance,  four  of  the  provinces  now  rely  upon  Federal 
supervision  of  insurers  within  their  jurisdiction." 

The  Committee  did  not  then  recommend  a  provincial ly-operated 
earnings-related  pension  program  because  of  the  cost  of  separate  admin- 
istration of  an  inherently  conplicated  program  by  one  province  acting 
alone.  The  Committee  preferred  a  federal  contributory  program.  It 
recommended  that  a  Central  Pension  Agency  be  established  at  the  federal 
level  to  facilitate  the  transfer  of  pension  benefits. 

A  few  years  later,  a  federal  contributory  earnings  plan,  the 
Canada  Pension  Plan,  (the  CPP)  was  adopted.  Ontario  -  and  later,  other 
jurisdictions  -  proceeded  with  legislation  prescribing  minimum  standards 
for  employment  pension  plans. 

The  question  of  appropriate  jurisdiction  for  employment  pensions 
was  addressed  again  by  this  Commission.  Administration  at  the  federal 
level  eliminates  the  problem  of  achieving  uniformity.  On  the  other  hand 
it  ignores  the  need  of  each  jurisdiction  to  adopt  legislation  suitable 
for  tlie  needs  of  its  own  constituents  and  responsive  to  its  own  econonic 
constraints  and  priorities.  We  may  expect  some  adjustment  of  the  dis- 
tribution of  legislative  powers  in  the  future  but  because  constitutional 
negotiations  involve  so  many  ccmplex  issues,  the  Commission  has  directed 
its  recanmendations  to  action  within  the  present  legislative  competence 
of  the  province.  Notable  in  this  regard  is  the  recommendation  of  PURS 
as  a  mandatory  provincial  universal  savings  plan.  The  Commission  is 
aware  tliat  this  provincial  initiative  may  give  rise  to  problems  for 
workers  v\^o  move  from  province  to  province.  However  it  does  offer  a 
great  advantage  over  existing  employment  pension  plans,  in  that  the 
employee  is  immediately  vested  and  the  monies  accrued  are  completely 
portable.  It  is  the  Commission's  hope  that  Ontario  may  persuade  other 
provinces  of  the  merit  of  this  plan,  and  that  they  will  set  up  similar 
plans  v\*iich  could  easily  be  interrelated  through  reciprocal  agreements. 

The  Commission  can  also  see  the  usefulness  of  a  federal  or  um- 
brella central  pension  agency  of  the  participating  jurisdictions  to 
operate  a  savings  plan  on  an  interprovincial  basis.  Such  a  combination 
of  provincial  retirement  savings  plans  would  lend  itself  readily  to 
administrative  co-ordination  with  the  Canada  Pension  Plan,  with  con- 
sequent econonies  and  simplification  of  operation.  Centralization  of 
administration  would  not  interfere  with  the  freedan  of  each  province  to 
require  or  permit  the  channeling  of  contributions  into  the  private  sec- 
tor (as  reconmended  for  Ontario's  PURS)  or  any  other  desired  investment 
mechanism. 
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Uniformity  is  a  desirable  and  necessary  yoal ,  but  its  pursuit 
must  not  become  an  excuse  for  inaction.  The  Commission  recommends  an 
approach  of  encouraging  uniform  legislation  and  regulation  tlirough  joint 
consultation  at  both  policy  and  regulatory  levels.  It  also  recognizes 
the  need  for  clianges  which  have  already  been  delayed  too  long  by  lack  of 
definitive  leadership  at  the  policy  level.  The  Commission  tlierefore 
recommends  that  the  Government  of  Ontario  proceed  with  changes  to  its 
pension  benefits  legislation  without  delay,  but  also  in  consultation 
with  the  other  jurisdictions.  Co-operation  is  also  required  at  the 
federal  level  so  that  contributions  will  be  tax  deductible  and  new 
tax-deductible  vehicles  similar  to  locked-in  RRSPs  can  be  devised. 


THE  NEED  FDR  A  SYSTEM 

Although  the  Commission  favours  the  continued  sharing  of  legisla- 
tive powers  concerning  employment  pension  plans  we  urge  that  a  true 
system  be  developed   for  all  pensions. 

As  vfe  have  seen,  activities  at  each  level  of  government  and  of  many 
departments  of  government  have  effects  on  pensions  and  pension  planning. 
A  conplex  maze  of  rules  and  regulations  govern  retirement  arrangements. 
Each  set  of  rules  has  its  own  objectives  and  procedures. 

Subnissions  to  the  Commission  strongly  advocate  the  development  of 
a  coherent  system,  based  on  consideration  of  retirement  income  provi- 
sions as  a  whole. 

Social  Planning  Council  of  Metropolitan  Toronto,   Brief  189 

"One  is  hard  pressed  to  find  any  comprehensive  set  of  objectives 
for  the  pension  system.  They  are  not  clearly  stated  anywhere. 
Rather,  the  pension  system  has  evolved  over  tlie  years  in  ways  that 
were  appropriate  to  the  particular  circumstances  of  the  time.  In 
part,  the  fragmentation  of  the  pension  system  contributes  to  the 
lack  of  overall  purpose.... 

"As  vfell,  the  conflicting  social,  and  economic  objectives  of  income 
maintenance  policies,  in  general,  leave  us  with  an  ill-defined 
retirement  incone  system."    (page  77) 

Consumer's  Association  of  Canada,  Brief  311 

"In  the  absence  of  minimum  standards  governing  the  amount,  adequacy 
or  basis  of  benefits,  the  private  pension  system  has  developed  in  a 
haphazard  fashion,  and  there  is  no  consistency  in  so  far  as  the 
degree  of  income  security  v^iich  it  furnishes."  (page  5) 

"Looking  to  the  future,  it  will  no  longer  be  sufficient,  if  it 
ever  was,  for  governments  to  respond  in  a  passive  or  ad  hoc  fashion 
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to  retirement  incane  issues.  If  the  generalized  uncertainties, 
dissatisfactions  and  failures  which  attend  current  retirement 
income  policy  are  not  to  be  perpetuated  or  aggravated,  then  v\*iat  is 
required  is  an  aggressive  stance  leading  to  the  early  establishment 
of  priorities  and  the  develofxaent  of  effective  means  for  achieving 
agreed-upon  goals  in  the  pension/retirement  income  field."  (page  9) 

Peat  Marwick  and  Partners,  Brief  387 

"During  the  past  few  years,  there  has  been  series  of  government 
measures  which  have  attempted  to  solve  the  pension  problem  once  and 
for  all,  but  the  problem  has  not  been  solved  because  most  of  the 
corrective  measures  impact  only  certain  aspects  of  the  overall 
problems  of  the  elderly.  In  the  process,  the  total  retirement 
income  position  has  become  even  more  confusing  to  the  average 
Canad  ian . 

"Fortunately,  our  governments  have  now  diosen  to  study  the  pension 
question  more  closely  in  order  to  apply  our  limited  resources  more 
effectively  and  logically  for  the  benefit  of  working  and  retired 
citizens.  Without  a  clear  focus  or  sense  of  direction,  however, 
these  government  studies  could  further  confuse  rather  than  assist 
in  finding  proper  solutions,  especially  if  the  conclusions  of  the 
various  investigators  prove  to  be  inconsistent."  (page  1) 

The  Commission  throughout  the  discussion  in  this  part  of  the  report 
has  drawn  attention  to  the  need  to  put  all  the  pieces  of  retirement 
income  provision  into  a  system  with  well- identified  goals.  We  can 
no  longer  afford  overlapping  and  waste  in  our  social  programs.  Net 
replacement  ratio  analysis,  referred  to  in  Chapters  6  and  8,  is  only  one 
way  to  show  how  inefficient  the  present  arrangements  can  be.  Whether  a 
workable  system  can  be  achieved  by  uniform  provincial  legislation  with 
federal  co-operation  remains  to  be  seen  but  it  is  to  be  hoped  that  all 
jurisdictions  will  seriously  consider  the  implementation  of  such  a 
system. 

Since  the  completion  of  the  major  portion  of  the  Commission's 
deliberations,  Canada  has  seen  marked  unrest  in  the  constitutional  area. 
The  Quebec  referendum  has  spearheaded  the  cause  of  a  new  deal  for  the 
provinces  under  the  federal  system.  The  very  important  issue  of  who 
owns  natural  resources  in  Canada  has  been  brought  into  sharp  focus  by 
both  Alberta  and  Newfoundland,  especially  as  it  concerns  oil  and  gas 
exploration.  The  resolution  of  these  issues  will  have  profound  effects 
on  retirement  incane  even  if  the  present  design  structure  remains  un- 
changed. If,  for  example,  the  provision  of  social  programs  becomes 
wholly  a  matter  of  provincial  jurisdiction,  the  means  of  financing  those 
programs  will  be  crucial.  Therefore  decisions  on  the  financing  of  the 
Canada  Pension  Plan  cannot  help  but  be  coloured  by  any  shift  in  the 
division  of  powers  and  responsibilities  between  the  federal  government 
and  the  provinces. 
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Throughout  its  reconmendations  the  Commission  has  sought  to  provide 
a  flexibility  which  would  enable  Ontario  to  accomplish  reform  in  the 
pension  area  either  tlirough  co-operation  with  the  federal  government 
and  tlie  other  provinces  or  by  acting  independently.  The  principle  of 
uniformity  in  provincial  legislation  affecting  retirement  income  is 
essential  for  a  cx>untry  with  a  mobile  work-force  and  with  many  busi- 
nesses operating  in  two  or  more  provinces.  However,  some  sacrifice 
of  uniformity  may  be  necessary  to  allow  Ontario  to  pursue  a  policy 
of  economic  development  which  in  the  long  term,  in  the  Commission's 
opinion,  is  the  only  firm  foundation  upon  v\*iich  a  rationalized  system  of 
retirement  inccme  provision  can  be  built. 

The  temptation  to  use  the  Canada  Pension  Plan  as  a  source  of 
capital  to  shore  up  provincial  resources  will  become  stronger.  Fully 
funding  tlie  CPP  or  doubling  tlie  benefit  with  an  accompanying  increase  of 
contribution  rates  would  develop  an  abundant  source  of  capital. 

Full  funding  would  accentuate  the  problem  of  controlling  borrowing 
by  government  from  the  large  pool  of  monies  in  the  fund.  Later,  as  the 
fund  declines,  the  burden  would  have  to  be  shouldered  by  new  genera- 
tions. The  Commission's  proposal  of  a  mandatory  scheme  on  an  individual 
account,  fully  funded  basis,  will  avoid  ttiese  problems.  It  will  provide 
a  steadily  increasing  supply  of  savings  and  therefore  capital,  but  not 
available  to  governments  except  through  the  regular  capital  markets,  and 
subject  to  the  discipline   imposed  by  tliose  markets. 

In  tlie  past  Ontario  has  supported  policies  which  were  in  the  best 
interests  of  Canada  as  well  as  Ontario.  However,  Ontario  in  the  1980s 
may  find  a  radical  change  in  its  position  as  an  economic  leader  in 
Canada  unless  it  can  find  tlie  savings  required  to  allow  upgrading  of  its 
industrial  base  to  adjust  to  changes  in  the  nation's  economic  structure. 
While  the  Commission  believes  that  the  prime  concern  in  planning  a 
retirement  income  system  is  not  its  economic  consequences,  it  also 
recognizes  that  econonic  growth  is  essential  for  the  security  of  that 
system. 

Pensions  are  within  the  legislative  competence  of  the  provinces. 
Therefore  any  overall  legislation  affecting  pensions  is  possible  only  by 
co-operation  among  the  provinces  or  by  relinquishing  pension  jurisdic- 
tion to  the  federal  government.  But  change  is  urgently  required,  and  it 
may  be  acconplished  within  the  existing  constitutional  framework,  though 
possibly  with  the  sacrifice  of  some  uniformity. 


The  Commission  therefore  recommends  tliat: 


Until  constitutional  arrangements  require  otherwise,  the  Government  of 
Ontario  attempt  to  achieve  changes  in  pension  benefit  legislation  in 
consultation  with  other  jurisdictions  having  pension  legislation. 
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The  Government  of  Ontario  onbrace  the  principle  of  uniformity  in  pension 
benefit  legislation  among  all  jurisdictions  in  Canada  and  support  the 
principle  in  its  own  legislation  as  far  as  possible. 


The  Government  of  Ontario  urge  those  provinces   not  now  having   pension 
benefits  legislation  to  adopt  legislation  similar  to  that  of  Qitario. 


The  Government  of  Ontario  take  steps  to  initiate  an  agency  similar  to 
CAPSA  but  with  the  express  purpose  of  encouraging  uniformity  of  pension 
policy,  through  discussion  and  consultation  among  persons  who  have  input 
to  government  at  the  policy  level   in  their  respective  jurisdictions. 


The  Government  of  Ontario  continue  to  support  uniformity  in  pension 
regulation  through  CAPSA  and  assist  in  co-ordinating  the  role  of  CAPSA 
with  tliat  of  any  pension  policy  body  that  may  be  created. 


The  Government  of  Ontario  pursue  a  policy  of  co-operation  with  the 
federal  government  in  matters  affecting  pension  policy,  such  as  tax 
deductibility  and  tax-sheltered  vehicles. 


The  Government  of  Ontario  adopt  a  mandatory  retirement  savings  plan  on  a 
provincial  basis,  and  encourage  other  provinces  to  adopt  similar  plans, 
with  interrelation  through  reciprocal  agreements  and,  if  feasible, 
administrative  co-ordination  with  the  Canada  Pension  Plan. 
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Recommendations 


Tlie  Commission  has  made  a  great  many  recommendations  in  this  part 
of  its  report  under  the  general  theme  of  Design  for  Retirement.  These 
are  found  tliroughout  the  text,  and  in  some  instances  are  drawn  together 
at  the  end  of  a  chapter.  Reccmmendations  relating  specifically  to  the 
Canada  Pension  Plan  and  public  sector  employment  pensions  are  to  be 
found  in  other  volumes.  Ttie  last  volume  of  the  report,  entitled  Summary 
Report:  A  Plan  for  the  Future,  contains  a  convenient  statement  of  all 
the  recommendations. 

Since  many  users  may  rely  chiefly  on  the  Summary  Report  we  have 
included  in  that  volume  summary  statements  of  the  Ganmission's  findings 
as  v^ell  as  its  recommendations,  and  have  organized  the  material  by 
subject  matter  for  easy  reference. 

It  should  be  noted  in  particular  that  the  recommendations  in 
Volumes  II  and  III  for  employment  pension  plans  apply  equally  to  plans 
that  are  provided   for  Ontario  public  sector  onployees. 
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INTRDDUCTIOtJ 

Ihroughout  our  report  reference  has  been  inade  to  facts  and  figures 
gleaned  from  tvany  sources  -  Statistics  Canada  [xibl icat ions ,  the  Census, 
governiiK?nt  procjrains  at  the  federal  and  provincial  levels,  and  projec- 
tions of  future  population.  Because  much  of  this  inaterial  lends  itself 
to  other  applications,  it  was  felt  tliat  it  would  be  useful  to  present  it 
in  a  separate  section.  Selected  facts  are  arranged  under  several  head- 
ings, listed  below  witli  a  brief  outline  of  contents: 

GoverniDent  Pension  Programs 

An  outline  of  current  government-sponsored  pension  programs  -  Old 
Age  Security  (OAS),  Guaranteed  Income  Supplement  (CIS),  Spouse's  Al- 
lowance (SA),  Guaranteed  Annual  Income  System  (GAINS),  and  the  Canada 
Pension  Plan  (CPP).  Included  are  a  brief  description  of  the  nature  of 
each  program,  a  historical  outline,  and  statistics  on  current  costs  and 
benefits. 

Population 

Historical  and  projected  population  tables  for  Canada  and  Ontario; 
current  figures  show  breakouts  by  sex,  age  group,  marital  status,  urban 
and  rural,  labour  force,  and  participation  rates. 

Profile  of  the  Retired 

Historical  and  projected  population  tables  for  Canada  and  Ontario 
for  tJie  population  65  and  over  and  figures  for  sex  and  marital  status, 
life  expectancy,  urban  and  rural,  housing,  labour  force,  and  retirement 
age. 

Registered  Pension  Plans  and  Other  Arrangements 

Ontario  data  for  1978  showing  plans  and  membership  by  type  of  plan, 
funding  vehicle,  type  of  employer,  contribution  rates,  benefit  rates, 
retirement  age,  vesting,  indexing;  plan  terminations  in  Ontario;  mei±)er- 
ship  and  contributions  to  RRSPs  and  DPSPs. 


GOVERri'lErJT  PENSiaJ  PROGPvAMS 

Old  Age  Security  (OAS) 

Governing  legislation:  Old  Age  Security  Act,  R.S.C.  1970,  c.  0-6,  as 
amended . 

Jurisdiction:  Canada 
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Nature  of  program:  Universal  program  paying  a  monthly  benefit  to  per- 
sons 65  and  over  who  meet  the  residence  qualifications.  Benefits 
are  increased  quarterly  to  reflect  rises  in  the  Consumer  Price 
Index. 

History: 

1927  Means-tested  monthly  benefit  of  $20  payable  at  age  70. 

1952  Means  test  removed.  $40  payable  at  age  70.  Subsequent  in- 
creases to  $65,  1957-63. 

1965  Age  gradually  reduced  to  65  (by  1970).  $75  per  month. 

1967  Pension  Index  developed.  Benefits  increased  by  neximum  of  2 
per  cent  per  year  for  inflation. 

1971  Benefit  $80;  escalation  discontinued  except  for  OAS-GIS 
recipients. 

1972  Ceiling  removed  en  escalation.  Benefits  for  all  pensioners 
tied  to  full  Consumer  Price  Index  increases,  annually. 

1973  Benefit  raised  to  $100  per  month.  Escalation  changed  to 
quarterly  basis. 

1977  New  residence  rules  introduced  on  a  phased  basis. 

Funding:  Canada,  general  revenues. 

Coverage,  1976: 

Canada:  1,957,288  or  97.7  per  cent  of  population  65  and  over. 
Ontario:  717,081  or  97.0  per  cent  of  population  65  and  over. 

Take-up  rate:  99.5  per  cent  of  eligible  population. 

Payments  outside  Canada,  1977:  (0.7  per  cent  of  total)  continue  if 
recipient  had  20  years'  residence  in  Canada  after  age  18;  in  other 
cases  payments  cease  after  six  months'  absence. 

Benefits: 

Individual,  January  1979:  $167.21  per  mDnth. 
Total,  fiscal  year  ending  March  31,  1978 

Canada:  $3.7  billion 

Ontario:  $1.3  billion 
Share  of  GNP,  fiscal  year  ending  March  31,  1978 

Canada:  1.7  per  cent 

Ontario:   .6  per  cent 
Share  of  federal  expenditures,  fiscal  year  ending  March  31,  1978 

Canada:   8.1  per  cent 

Ontario:  2.9  per  cent 

Guaranteed  Income  Supplement  (CIS) 

Governing  legislation:  Old  Age  Security  Act,  R.S.C.  1970,  c.  0-6,  as 
amended. 


192 


♦ 


Jurisdiction:  Canada 

Nature  of  program:  An  in(x>me-tested  supplement  paid  to  low- income  re- 
cipients of  Old  Age  Security.  Benefits  based  on  incane  and  marital 
status;  increased  quarterly  to  reflect  rises  in  the  Consumer  Price 
Index. 

History: 

1967  Monthly  payment  of  $30  per  person,  indexed  annually  by  a  max- 
imum of  2  per  cent. 

1971  Married  rate  introduced. 

1972  Ceiling  removed  on  escalation,  benefits  tied  to  full  Consumer 
Price  Index  increase,  annually. 

1973  Escalation  changed  to  quarterly  basis. 

1979  Increase  of  $20  per  account  (single  or  oouple). 

Funding:  Canada,  general  revenues. 

Coverage,  1976: 

Canada:   1,087,113,  or  54.3  per  cent  of  population  65  and  over. 
Ontario:  338,404,  or  45.8  per  cent  of  population  65  and  over. 

Take-up  rate: 

Canada:   55.6  per  cent  of  Cf£   recipients. 
Ontario:  46.2  per  cent  of  QAS  recipients. 

Payments  outside  Canada:  Cease  after  six  months'  absence. 

Benefits: 

Individual,  January  1979: 

Single:   $137.28  per  month  naximum. 

Married:   $114.15  each,  per  month  naximum. 
Total,  fiscal  year  ending  March  31,  1978 

Canada:   $1.1  billion 

Ontario:  $316  million 
Share  of  (3JP,  fiscal  year  ending  March  31,  1978 

Canada:    .5  per  cent. 

Ontario:   .15  per  cent. 
Share  of  federal  expenditures,  fiscal  year  ending  March  31,  1978 

Canada:   2.4  per  cent 

Ontario:   .7  per  cent 

Spouse's  Allowance  (SA) 

Governing  legislation:  Old  Age  Security  Act,  R.S.C.  1970,  c.  0-6,  as 
amended . 
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Jurisdiction:  Canada 

Nature  of  program:   Income-tested  benefit  equivalent  to  the  Old  Age 
Security  and  Guaranteed  Income  Supplement,  paid  upon  application  to 
spouses  aged  60  to  64  of  QAS  recipients  vvhere  the  oouple  has 
insufficient  income.  Benefits  are  increased  quarterly  to  reflect 
increases  in  the  Consuiner  Price  Index. 

History: 

1975  Spouse's  Allowance  first  payable  (effective  October  1975). 

1978  Allowance  payable  for  six  months  following  death  of  pensioner 
(effective  November  1978). 

1979  Allowance  payable  follov;ing  death  of  pensioner  until  spouse 
attains  age  65  or  remarries  (effective  November  1979). 

Funding:  Canada,  Consolidated  Revenues. 

Coverage,  1976: 

Canada:   54,194  or  7.9  per  cent  of  married  population  60-64. 
Ontario:  12,434  or  4.9  per  cent  of  married  population  60-64. 

Payments  outside  Canada:  Cease  after  six  months'  absence. 

Benefits: 

Individual,  January  1979:  $281.36  per  month,  maximum. 
Total  fiscal  year  ending  March  31,  1978 

Canada:   $115.0  million 

Ontario:   $  23.7  million 
Share  of  GNP,  fiscal  year  ending  March  31,  1978 

Canada:    .05  per  cent. 

Ontario:   .01  per  cent. 
Share  of  federal  expenditure,  fiscal  year  ending  March  31,  1978 

Canada:   .25  per  cent 

Ontario:   .05  per  cent 

Guaranteed  Annual  Income  System  (GAINS) 

Governing  legislation:  The  Critario  Guaranteed  Annual  Income  Act,  S.O. 
1974,  c.  58,  as  amended. 

Jurisdiction:  Ontario 

Nature  of  program:  Income-tested  supplement  to  tlie  federal  pension  pro- 
gram, for  persons  65  and  over  who  meet  the  residence  qualifications 
in  Ontario.  iVie  program  guarantees  a  minimum  income  according  to 
marital  status. 
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History: 

July  1974  Maximum  payment  $24.49  (single)  and  $33.36  (each, 

married) . 
Oct.  1974  Maximum  raised  to  $25.90  (single)  and  $35.09  (each, 

married) . 
Jan.  1975  Maximum  raised  to  $26.23  (single)  and  $35.65  (each, 

married) . 
May  1975  Maximum  raised  to  $30.01  (simjle)  and  $39.70  (each, 

married) . 
Oct.  1975  Maximum  raised  to  $36.03  (single)  and  $46.18  (each, 

married) . 
Jan.  1976  Maximum  raised  to  $38.88  (single)  arid  $46.18  (each, 

married) . 
July  1977  Residence  rules  amended  to  parallel  those  of  Old  Age 

Security.  Maximum  payment  implemented  for  those  with 

partial  OAS  benefits  in  future. 

Funding:  Ontario,  General  revenues. 

Coverage,  December  1978: 

243,490,  or  32.9  per  cent  of  1976  population  65  and  over. 

Take-up  rate:  Impossible  to  determine  because  of  ti\e   income- tested 
nature. 

Payments  outside  Ontario:  Cease  after  six  months'  absence. 
Benefits: 

Individual,  January  1979 

Single:   $38.88  each,  maximum. 

Married:   $52.01  each,  maximum. 
Total,  fiscal  year  ending  March  31,  1978:  $108.3  million 
Share  of  GPP,  fiscal  year  ending  March  31,  1978:  .12  per  cent 
Share  of  provincial  expenditures,  fiscal  year  ending  March  31, 

1978:   .8  per  cent 

Canada  Pension  Plan  (CPP) 


Governing  legislation:  Canada  Pension  Plan  Act,  R.S.C.  1970,  c.5  as 
amended . 

Jurisdiction:  Canada. 

Nature  of  program:  Contributory  earnings-related  plan  providing  re- 
tirement benefits  fran  age  65,  as  well  as  pensions  for  disabled 
contributors  and  their  cliildren  and  the  surviving  spouses  and  chil- 
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dren  of  deceased  plan  members.  Benefits  are  increased  annually  to 
reflect  rises  in  the  Consumer  Price  Index. 

History: 

1965  Legislation  passed. 

1966  Contributions  began. 

1967  First  retirement  pensions  payable. 

1968  First  survivors'  benefits  payable. 

1969  First  disability  benefits  t^ayable. 

1973  Pension  Index  ceiling  removed.  Benefits  begin  escalating  for 
full  rises  in  the  Consumer  Price  Index.  YMPE  raised  for  fol- 
lowing two  years. 

1974  YMPE  began  increasing  at  12.5  per  cent  annually.  YBE  de- 
creased to  10  per  cent  of  YMPE  from  12  per  cent.  Retire- 
ment test  removed.  Sex  discrimination  in  survivor  benefits 
removed. 

1977  Division  of  credits  on  marriage  termination  provided.  Child- 
rearing  dropout  provision  enacted  but  not  proclaimed. 

Funding:  Contributions  fron  employees,  employers,  and  self-employed, 
plus  interest  earned  on  the  fund. 

Coverage:  As  of  March  31,  1977  (end  of  fiscal  year).  Retireraent  bene- 
fits only: 

Canada(a):   553,786  or  27.7  per  cent  of  1976  population  65  and 

over. 
Ontario:    281,215  or  38.1  per  cent  of  1976  population  65  and 

over. 

a  Less  Quebec  which  has  its  own  plan. 

Paym.ents  outside  Canada:  payable  anywliere. 

Table  1 

CPP  Recipients  in  Ontario,  June  1978 

Retirement  tenefits  318,171 

Disability  pensions  38,972 

Children's  benefits  -  under  18  13,963 

-  18  and  over  3,135 

Lump-sum  death  benefit  2,024 

Surviving  spouse  pension  86,481 

Orphan's  benefits  -  under  18  38,181 

-  18  and  over  10,184 

Conbined  pensions  11,247 

Total  522,358 

I 
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(Dolla 

rs) 

194.44 

140.97 

194.02 

162.13 

48.19 

48.19 

1,040.00 

825.96 

121.11 

101.26 

48.19 

48.19 

194.44 

133.71 

Table  2 

CPP  Benefits  Payable  Cominencing   in  1978(a), 

Ontario 

Ontario 
Maximum    average (b) 

Retirement  benefits 
Disability  pensions 

Children's  benefits 
Lump-sum  death  benefit 
Surviving  s[Xiuse  pension 

Orphan's  benefits 
Combined  pensions 

a  Amounts  shown  are  for  initial  payments  in  1978. 
b  For  June  1978. 


Table  3 

CPP  Benefit  Payments,  June  1978,  Ontario 

(Thousands 
of  dollars) 
Retirement  pensions  31,857.7 

Disability  pensions  7,373.7 

Children's  benefits  -  under  18         888.7 

-  18  and  over      213.9 

Lump-sum  death  benefits  1,671.7 

Surviving  spouse  pension  9,130.2 

Orphan's  benefits  -  under  18         1,940.9 

-  18  and  over        561.0 
Combined  pensions  1,502.0 

Total  55,139.8 

Source  Canada  Pension  Plan,  Statistical  Bulletin. 


Benefits  as  per  cent  of  GNP  (fiscal  year  ending  March  31,  1978): 
Canada  -  .48  per  cent 
Ontario  -  . 26  per  cent 

Benefits  as  per  cent  of  federal  expenditures  (fiscal  year  ending  March 
31,  1978): 

Canada  -  2.3  per  cent 

Ontario  -  1.3  per  cent 

Source  Latest  available  figures  from  Department  of  Finance,  and 
Canada  Pension  Plan,  Statistical  Bulletin. 
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Contributions  (1977-78): 

Canada  -  $1.8  billion 
Ontario  -  not  available 

Source  Canada  Pension  Plan,  Statistical  Bulletin,  Special  Edition 
1978,  and  figures  provided  by  tfational  Health  and  V-felfare. 

Individual  Maximum  Contribution  (1979) 
Employee:   $190.80 
Self-enployed:  $381.60 

Maximum  Pensionable  Earnings  and  Basic  Exemption,  1979: 
YMPE:   $11,700 
YBE:    $  1,100 

Maximum  Retirement  Pension,  1979: 
Per  manth  -  $  218.06 
Per  year  -  $2,616.72 

Quebec  Pension  Plan  (QPP) 

Governing  legislation:  Qjebec  Pension  Plan  Act,  S.Q.  1965,  c.24. 

Jurisdiction:  Quebec. 

Nature  of  program:  Same  as  Canada  Pension  Plan. 

History: 

1965  Legislation  passed. 

1966  Contributions  began. 

1967  First  retirement  pensions  payable. 

1968  First  survivor  benefits  payable. 

1969  First  disability  benefits  payable. 

1972  Pension  Index  ceiling  raised  to  3  per  cent;  YMPE  increased  to 
$5,900  for  1973,  $6,100  for  1974  and  $6,300  for  1975.  Flat 
rate  coitponent  increased;  pensions  of  orphans  and  children  of 
disabled  contributors  fixed  at  $29  per  month  frora  1974. 

1973  Pension  Index  ceiling  removed.  Benefits  began  escalating  for 
full  rises  in  the  Consumer  Price  Index.  YMPE  raised  to  $6,600 
for  1974  and  $7,400  in  1975  restoring  parallelism  with  CPP. 

1974  YT'IPE  began  increasing  at  12.5  per  cent  annually.  YBE  de- 
creased to  10  per  cent  of  YMPE  from  12  per  cent.  Sex  dis- 
crimination in  survivor  benefits  removed. 

1977  Child-rearing  dropout  adopted.  Division  of  credits  on  mar- 
riage termination  adopted.  Retirement  test  renxDved. 

Funding:  Contributions  from  enployees,  employers,  and  self-employed, 
plus  interest  earned  on  the  fund. 

Payments  outside  Quebec:  Payable  anywhere. 
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Benefits: 

Table  4 

QPP  Recipients,  1978 


Retirement  benefits  198,487 

Disability  pensions  18,146 

Children's  tenefits  8,740 

Lump-sum  death  benefit  14,563 

Surviving  spouse  pension  75,980 

Orphan's  benefit  42,432 

Total  358,348 


Table  5 

QPP,  Average  Benefits  Paid,  1978 


(Average  dollars) 

Retirement  tenefits 

99.51 

Disability  pensions 

228.25 

Children's  benefits 

29.00(a) 

Surviving  spouse  pension 

-  under  age  65 

175.84 

-  65  and  over 

78.10 

Orphan's  benefits 

29.00(a) 

a  Fixed  at  this  amount  since  1974. 


Table  6 

QPP,  Tbtal  Benefits  Paid,  1978  (Calendar  Year) 

(Thousands 

of  dollars) 

Retirement  benefits  228,944.2 

Disability  pensions  58,093.3 

Children's  benefits  3,931.3 

Lump-sum  death  benefits  11,802.7 

Surviving  spouse  pensions  128,067.1 

Orphan's  benefits  15,820.3 

Total  446,658.9 


Individual  maximum  contribution,  1979; 
Employee:   $190.80 
Self-employed:  $381.60 
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Maximum  pensionable  earnings  and  basic  exenption,  1979: 
YMPE  -  $11,700 
YBE  -  $  1,100 

Maximum  retirement  pension,  1979: 
Per  nonth  -  $  218.06 
Per  year  -  $2,616.72 


POPULATiaJ 

Table  7 

Population  of  Canada  and  Ontario,  1931-2050 


Ontario 

population  as 

Canada 

Ontario 

share  of  total 

(' 

Thousands ) 

(Per  cent) 

1931 

10,377 

3,432 

33.1 

1951 

14,009 

4,598 

32.8 

1961 

18,309 

6,236 

34.1 

1971 

21,568 

7,703 

35.7 

1976 

22,993 

8,264 

35.9 

1980 

24,872 

9,072 

36.5 

1990 

28,801 

10,580 

36.7 

2000 

31,596 

11,727 

37.1 

2010 

34,315 

12,869 

37.5 

2020 

36,980 

13,996 

37.8 

2030 

38,930 

14,896 

38.3 

2040 

40,621 

15,723 

38.7 

2050 

42,126 

16,498 

39.2 

Source 

Statistics  Canada, 

Census  of  Canada, 

various 

years;  and  pro- 

jections  prepared  for  the  Royal  Commission  on  the  Status  of 
Pensions  in  Ontario. 


Table  8 

Population  by  Sex  and  Age,  Canada  and  Ontario,  1976 


Canada 

Ontario 

(Thousands)   (Per  cent) 

(Thousands) 

(Per  cent) 

Total 

22,993       100.0 

8,264 

100.0 

Male 

11,450        49.8 

4,097 

49.6 

Female 

11,543        50.2 

4,168 

50.4 

Age  65  and  over 

2,002(8.7%)  100.0 

739(8.9^ 

1)  100.0 

Male  65 

875        43.7 

310 

41.9 

Female  65 

1,127        56.3 

429 

58.1 

Source  Statistics 

Canada,  Census  of  Canada, 

1976. 
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Table  9 

Population  by  Sex,  Marital  Status,  and  Age,  Canada  and  Ontario,  1976 


Canada 

Ontario 

(Thousands) 

(Per  cent) 

(Thousands ) 

(Per  cent) 

Male 

Married 

5,474 

47.8 

2,019 

46.4 

Single(a) 

5,975 

52.2 

2,077 

53.6 

Female 

Married 

5,500 

47.6 

2,033 

48.8 

Single(a) 

6,043 

52.4 

2,135 

51.2 

Male  65  and  over 

Married 

6,477 

74.0 

232 

74.9 

Single(a) 

2,278 

26.0 

78 

25.0 

Female  65  and  over 

Married 

4,390 

39.0 

163 

38.0 

Single (a) 

6,879 

61.0 

266 

62.0 

a  Includes  widowed 

and  divorced. 

Source  Statistics 

Canada,  Census 

of 

Canada , 

1976. 

Table  10 

Urban  and  Rural  Population,  by  Age,  Canada  and  Ontario,  1976 

Canada  Ontario 


Urban 
Rural 

(Thousands) 
17,367 
5,626 

(Per  cent) 
75.5 
24.5 

(Thousands) 
6,709 
1,526 

(Per  cent) 
81.5 
18.5 

Urban  65  and  over 
Rural  65  and  over 

1,541 
461 

77.0 
23.0 

605 

134 

81.9 
18.1 

Source  Statistics 

Canada,  Census 

of  Canada, 

1976. 

Table  11 

Labour  Force  by  Age  Group  and  Sex,  Canada  and  Ontario,  1978 

Canada Ontario 

(Thousands) 

Total 

Male  6,650                   2,480 

Female  4,232                   1,667 

15-24 

Male  1,591                     576 

Female  1,324                     494 

25-54 

Male  4,195                   1,569 

Female  2,514                   1,012 

55-64 

Male  731                     282 

Female  343                    142 

65  and  over 

Male  133                     53 

Female       51 19 

Source  Statistics  Canada,  Labour  Force  Annual  Averages,  1975-78. 
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Table  12 

Labour  Force  Participation,  by  Age  Group  and  Sex,  Canada  and  Ontario, 

1978 


Canada 

Ontario 

Numfcer 

Rate 

Number 

Rate 

(Thousands) 

(Per  cent) 

(Thousands) 

(Per  cent) 

Total 

Male 

6,148 

77.9 

2,327 

80.1 

Female 

3,824 

47.8 

1,520 

51.5 

15-24 

Male 

1,352 

69.7 

499 

71.6 

Female 

1,141 

58.9 

432 

62.4 

25-54 

Male 

3,974 

95.0 

1,507 

96.5 

Female 

2,310 

56.6 

934 

61.6 

55-64 

Male 

691 

76.5 

268 

80.0 

Female 

324 

32.8 

136 

37.1 

65  and  over 

Male 

131 

15.2 

52 

17.0 

Female 

50 

4.5 

19 

4.5 

Source  Statistics 

Canada , 

Labour 

Force 

Annual 

Averages , 

1975-78. 

Table  13 

Labour  Force  Participation  Rates,  by  Sex,  Canada  and  Ontario,  1941-78 


1941(b) 

1951 

1961 

1971(c) 

1975 

1976 

1977 

1978 


Cane 

jda(a) 
Female 

Ontario 

Male 

Male 

Female 

78.4 

20.7 

83.8 

24.1 

77.7 

29.5 

76.4 

39.9 

79.5 

42.9 

78.4 

44.4 

80.3 

48.6 

77.6 

45.2 

79.3 

49.0 

77.6 

46.0 

79.4 

49.8 

77.9 

47.8 

80.1 

51.5 

a  Excludes  Yukon  and  IMT  prior  to  1971  and  Newfoundland  prior  to  1951. 
b  Excludes  active  military  service. 

c  The  data  base  was  changed  in  1966  to  include  persons  15  and  over 
rather  than  14  and  over  and  therefore  figures  before  and  after  are 
not  strictly  comparable. 
Source  Statistics  Canada,  labour  Force  Annual  Averages,  1975-78,  and  D. 
Kubat,  Demographic  studies  prepared  for  tlie  Royal  Ccnmission  on 
the  Status  of  Pensions  in  Ontario. 
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Table  16 

Paid  Qnployees  by  Sector  and  Sex,  Canada  and  Ontario,  1978 

Canada Ontario 

(Thousands)  (Per  cent)    (Thousands)  (Per  cent) 

Male  -  total            5,457  100.0        2,097  100.0 

Private              4,301  78.8        1,698  81.0 

Government  business     324  5.9         104  5.0 

Governinent 

non-business                         832  15.2                       295  14.1 


Female  -  total 

3,478 

100.0 

1,389 

100.0 

Private 

2,703 

77.7 

1,116 

80.3 

Government  business 

176 

5.1 

49 

3.5 

Government 

non-business 

599 

17.2 

224 

16.1 

Source  Statistics  Canada,  Labour 

Force  Annual 

Averages , 

1975- 

-78. 

Table  17 

Union  Membership  by  Sex,  Canada  and  Ontario,  1975-78 


Canada  Ontario 


1975 

Male 

2,025,164 

779,941 

Female 

711,102 

231,722 

As  percentage  of  work-force 

Male 

31.8 

33.3 

Female 

19.2 

15.7 

1978 

Total 

3,277,968 

(N/A) 

As  percentage  of  work-force 

31.3 

(N/A) 

Source  'Women's  Bureau,  Department 

of 

Labour,  Ontario; 

Labour  Gazette. 

PROFILE  OF  THE  RETIRED 

Retired  status  is  not  identifiable  in  many  statistical  sources,  and 
is  not  relevant  to  some  of  the  factors  to  be  tabulated  in  this  section. 
It  will  be  determined  where  possible,  but  otherwise  the  population  in 
question  will  be  those  65  and  over.  In  housing  statistics  the  sex  shovm 
refers  to  "household  head." 
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Table  18 

Population  Aged  65  and  Over,  Canada  and  Ontario,  1931-2050 


Ontario's  share  of 

total 

population 

Canada 

Ontario 

65 

and  over 

(Thousands) 

(Per  cent) 

(Thousands) 

(Per  cent) 

(Per  cent) 

1931 

576 

5.5 

234 

6.8 

40.6 

1951 

1,086 

7.8 

401 

8.7 

36.9 

1961 

1,391 

7.6 

508 

8.1 

36.5 

1971 

1,744 

8.1 

645 

8.4 

37.0 

1976 

2,002 

8.7 

738 

8.9 

36.9 

1980 

2,237 

9.0 

820 

9.0 

36.7 

1990 

2,860 

9.9 

1,060 

10.0 

37.1 

2000 

3,384 

10.7 

1,278 

10.9 

37.8 

2010 

3,973 

11.6 

1,508 

11.7 

38.0 

2020 

5,358 

14.5 

2,012 

14.4 

37.5 

2030 

6,712 

17.2 

2,484 

16.6 

37.0 

2040 

6,771 

16.7 

2,562 

16.3 

37.8 

2050 

7,458 

17.7 

2,857 

17.3 

38.3 

Source 

Statistics 

Canada,  Ce 

nsus  of  Canada 

,  various  years  and  pro- 

jections  prepared  for  the  Royal  Corainission  on  the  Status  of 
Pensions  in  Ontario. 
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Table  19 

Population  Aged  65  and  Over,  by  Sex,  Canada  and  Ontario,  1931-2050 


Canada 


Ontario 


(Thousands)   (Per  cent)   (Thousands)   (Per  cent) 
1931 

Male 

Female 
1951 

Male 

Female 
1961 

Male 

Female 
1971 

Male 

Female 
1976 

Male 

Female 
1980 

Male 

Female 
1990 

Male 

Female 
2000 

Male 

Female 
2010 

Male 

Female 
2020 

Male 

Female 
2030 

Male 

Female 
2040 

Male 

Female 
2050 

Male 

Female 

Source  Statistics  Ca 

jections  prepared  for  the  Royal  Commission  on  the  Status  of 
Pensions  in  Ontario. 


295 

51.1 

115 

49.1 

282 

48.9 

119 

50.9 

551 

50.8 

189 

47.6 

535 

49.2 

207 

52.4 

674 

48.5 

232 

45.6 

717 

51.5 

276 

54.4 

782 

44.8 

275 

42.7 

962 

55.2 

370 

57.3 

875 

43.7 

310 

42.0 

1,127 

56.3 

429 

58.0 

970 

43.4 

349 

42.6 

1,267 

56.6 

471 

57.4 

1,200 

42.9 

443 

41.8 

1,600 

57.1 

617 

58.2 

1,411 

41.7 

534 

41.8 

1,973 

58.3 

744 

58.2 

1,667 

42.0 

633 

42.0 

2,306 

58.0 

875 

58.0 

2,258 

42.1 

846 

42.0 

3,100 

57.9 

1, 

,166 

58.0 

2,822 

42.0 

,042 

41.9 

3,890 

58.0 

,442 

58.1 

2,789 

41.2 

,057 

41.3 

3,982 

58.8 

,505 

58.7 

3,116 

41.8 

,195 

41.8 

4,342 

58.2 

,662 

58.2 

la.  Census 

of  Canada, 

various  years 

and  pt 
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Table  20 

Population  Aged  65  and  Over  by  Marital  Status  and  Sex,  Canada  and 

Ontario,  1976 

Canada Ontario 

(Thousands)   (Per  cent)        (Thousands)   (Per  cent) 
Male 

Married 

Single 

Widowed 

Divorced 
Female 

Married 

Single 

Widowed 

Divorced 


Table  21 

Life  Expectancy  at  Birth,  Age  60  and  Age  65,  by  Sex,  Canada  and  Ontario, 

1941-76 


646 

73.8 

232 

74.9 

84 

9.5 

26 

8.3 

133 

15.2 

48 

15.6 

11 

1.2 

4 

1.1 

439 

38.9 

163 

37.9 

115 

10.2 

40 

9.4 

561 

49.8 

221 

51.4 

12 

1.0 

5 

1.0 

Census  of  Canada,  1976. 

Canada 

Ontario 

Birth 

Age  60 

Age  65 

Birth 

Age  60 

Age  65 

(Years) 

1941 

Male 

63.0 

16.1 

12.8 

64.6 

15.8 

12.6 

Female 

66.3 

17.6 

14.1 

68.4 

17.6 

14.0 

1951 

Male 

66.3 

16.5 

13.3 

66.9 

16.2 

12.8 

Female 

70.8 

18.6 

15.0 

71.9 

18.6 

14.2 

1961 

Male 

68.4 

16.7 

13.5 

68.3 

16.2 

13.1 

Female 

74.2 

19.9 

16.1 

74.4 

19.7 

15.9 

1971 

Male 

69.3 

17.0 

13.7 

69.6 

16.6 

13.4 

Female 

76.4 

21.4 

17.5 

76.8 

21.5 

17.6 

1976 

Male 

70.2 

17.2 

14.0 

70.6 

17.0 

13.7 

Female 

77.5 

22.0 

18.0 

77.7 

21.9 

17.9 

Source  Statistics  Canada 

,  Vital 

Statistics. 
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Table  22 

Average  Age  of  Death,  by  Sex,  Canada  and  Ontario,  1931-75 


Canada        Ontario 


1931 

Male 

Female 
1941 

Male 

Female 
1951 

Male 

Female 
1961 

Male 

Female 
1971 

Male 

Female 
1975 

Male 

Female 


(Years) 


43.1 

50.1 

44.8 

52.6 

51.4 

57.4 

53.3 

60.7 

56.3 

59.7 

58.7 

63.7 

59.7 

61.3 

63.1 

66.0 

63.3 

63.9 

68.2 

69.3 

63.8 

64.6 

69.4 

70.9 

Source  Statistics  Canada,  Vital  Statistics. 

Table  23 

Urban  and  Rural  Population  Aged  65  and  Over,  by  Sex,  Canada  and  Ontario, 

1976 

Canada Ontario 

(Thousands)  (Per  cent)  (Thousands)  (Per  cent) 

Urban 

Male                 636  41.2  243  40.1 

Female               905  58.8  362  59.9 

Rural 

Male                 239  51.9  67  50.4 

Female               222  48.1  66  49.6 

Source  Statistics  Canada,  Census  of  Canada,  1976. 
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Table  24 

Tenure  and  TyP^  of  Housing  of  Fbpulation  Aged  65  and  Over,  by  Sex  of 

Household  Head,  Canada  and  CXitario,  1976 


Canada 

Ontario 

( Thousands ) 

(Per  cent) 

(Thousands) 

(Per  cent) 

Tenure 

CXvned 

Male 

525 

69.3 

190 

66.9 

Female 

233 

30.7 

94 

33.1 

Rented 

Male 

195 

46.4 

65 

42.6 

Female 

226 

53.6 

88 

57.4 

Type 

Single  detached 

Male 

470 

65.2 

173 

67.6 

Female 

203 

44.2 

82 

45.3 

Single  attached 

Male 

37 

5.2 

16 

6.1 

Female 

27 

5.9 

12 

6.3 

^^rtment 

Male 

169 

23.4 

56 

22.1 

Female 

200 

43.7 

79 

43.5 

IXiplex 

Male 

32 

4.5 

8 

3.3 

Female 

25 

5.4 

8 

4.5 

Movable 

Male 

12 

1.7 

2 

0.9 

Female 

4 

0.9 

1 

0.4 

Source  Statistics 

Canada 

,  Census 

of  Canada, 

1976. 
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Table  25 

Labour  Ft>rce  Aged  65  and  Over,  by  Sex,  1978 


Canada  Ontario 


Labour  force 

Male 

133,000 

Female 

51,000 

Eirployment 

Male 

131,000 

Female 

50,000 

Full-time 

Male 

101,000 

Female 

31,000 

Part-time 

Male 

31,000 

Female 

19,000 

Participation  rate  (per  cent) 

Male 

15.2 

Female 

4.5 

53,000 
19,000 

52,000 
19,000 

(N/A) 
(N/A) 

(N/A) 
(N/A) 

17.0 
4.5 


Source  Statistics  Canada,  Labour  Force  Annual  Averages,  1975-78. 

Table  26 

Sources  of  Income  of  Persons  Aged  65  and  Over,  by  Sex,  Canada,  1976 

Male         Female 


(Per  cent  of   income) 


Sources  of  personal   income (a) 
Wages  and  salaries 
Old  age  pension 

Other  pensions  and  superannuation 
Bank  interest 
CPP/QPP  benefits 
Taxable  amount  of  dividends 
Bond  interest 


18.1 

7.5 

17.8 

27.9 

16.5 

11.0 

14.3 

20.4 

6.8 

4.5 

4.3 

7.4 

4.2 

7.0 

a     Of  persons  filing   income  tax  returns. 

Source     rtevenue  Canada,  Taxation  Statistics,   1976. 


EMPLOYMQJT  PEtJSIOri   PLANS  AND  RRSPs 


Figures  are  for  Ontario  in  1978,  and  cover  menabership  in  the 
province  regardless  of  the  supervising  authority.  Of  the  8,665  plans  in 
question,  7,523  are  under  tlie  authority  of  the  Pension  Commission  of 
Ontario,   and  cover  78.6  per  cent  of   the  membership. 
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Table  27 

Contributory  and  Tfon-contributory  Ffension  Plans  by  Sector,  Ontario,  1978 


Plans 

Per  cent 

MemlDers 

Per  cent 

All  plans 

8,665 

100.0 

1,668,895 

100.0 

Public  sector 

119 

1.4 

648,014 

38.8 

Private  sector 

8,546 

98.6 

1,020,881 

61.2 

Contributory 

6,321 

72.9 

1,065,981 

63.9 

Non-contributory 

2,344 

27.1 

602,914 

36.1 

Contributory 

6,321 

100.0 

1,065,981 

100.0 

Public  sector 

113 

1.8 

645,065 

60.5 

Private  sector 

6,208 

98.2 

420,916 

39.5 

t'ton-contributory 

2,344 

100.0 

602,914 

100.0 

Public  sector 

6 

.3 

2,949 

.5 

Private  sector 

2,338 

99.7 

599,965 

99.5 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpubl ished . 

Table  28 

Compulsory  and  Voluntary  Participation  in  Pension  Plans,  by  Sex, 

Ontario,  1978 

Per  Per 
Plans   cent   Members    cent 

Compulsory/voluntary ; 

Compulsory  both  sexes 

Voluntary  both  sexes 

tfot  eligible  both  sexes (a) 

Compulsory  males,  voluntary  females 
Compulsory  females,  voluntary  males 

Compulsory  males,  not  eligible  females 
Compulsory  females,  not  eligible  males 

Voluntary  males,  not  eligible  females 
Voluntary  females,  not  eligible  males 

Total  8,665  100.0  1,668,895  100.0 

a  "Closed  end"  plans  -  new  enployees  not  eligible. 

Source  Statistics  Canada,  "Pension  Plans  in  Cntario,  1978," 
unpublished. 
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4,124 

47.6 

1,384,508 

83.0 

4,296 

49.6 

254,847 

15.3 

95 

1.1 

13,589 

.8 

55 

.6 

13,387 

.8 

4 

- 

116 

- 

38 

.4 

637 

— 

4 

- 

364 

— 

47 

.5 

1,445 

.1 

2 

— 

2 

- 

Table  29 

Pension  Plans  by  Type  of  Benefit,  iJntario,  1978 


Type  of  benefit Plans   Per  cent    Ment>ers    Per  cent 

Formula  based  on: 
Final  earnings 
Final  average  earnings 
Average  best  earnings 
Career  average  earnings 
Level  percentage  of  earnings 
Flat  benefit 

Defined  benefit  (sub- total) 

Money-purchase 
Profit  sharing 
Conposite 
Other 

Total  8,665    100.0     1,668,895    100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 

Table  30 

Pension  Plans  by  Funding  Vehicle,  Ontario,  1978 


18 

.2 

3,217 

.2 

277 

3.2 

43,881 

2.6 

1,078 

12.4 

887,171 

53.2 

2,641 

30.5 

264,314 

15.8 

13 

.2 

336 

- 

832 

9.6 

342,750 

20.5 

4,859) 

(56.1) 

(1,541,669) 

(92.4 

3,428 

39.6 

95,118 

5.7 

109 

1.3 

11,183 

.7 

173 

2.0 

13,242 

.8 

96 

1.1 

7,683 

.5 

Per 

Per 

Funding  vehicle 

Plans 

cent 

Memtiers 

cent 

Insured 

6,166 

71.2 

273,307 

16.4 

Trusteed 

2,302 

26.6 

1,099,386 

65.9 

Canadian  government  annuities 

46 

.5 

150 

- 

Combination 

142 

1.6 

62,665 

3.8 

Government  consolidated  revenue  fund 

6 

.1 

233,194 

14.0 

Other 

3 

- 

193 

- 

Tt)tal  8,665     100.0       1,668,895     100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 
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Table  31 

Pension  Plans  by  Sponsoring  Oryanization,  Ontario,  1978 


Type  of  organization 

Plans 

Per  cent 

Members 

Per  cent 

Municipal 

60 

.7 

188,224 

11.3 

Municipal  enterprise 

6 

.1 

10,615 

.6 

Provincial 

22 

.3 

233,514 

14.0 

Provincial  enterprise 

4 

- 

20,537 

1.2 

Federal 

9 

.1 

159,653 

9.6 

Federal  enterprise 

16 

.2 

35,367 

2.1 

Incorporated  company 

7,468 

86.2 

831,500 

49.8 

Partnership 

117 

1.4 

1,707 

.1 

Sole  Proprietor 

68 

.8 

410 

- 

Association 

379 

4.4 

8,954 

.5 

Co-operative 

113 

1.3 

4,673 

.3 

Multi-employer 

114 

1.3 

133,623 

8.0 

Other 

289 

3.3 

40,118 

2.4 

Total 

8,665 

100.0 

1,668,895 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 

Table  32 

Contributory  Pension  Plans  by  Employee  Contribution  Rates,  Ontario,  1978 

Errployee  contribution  rates Plans   Per  cent    Members    Per  cent 

Percentage  rate: 
Less  than  3 


3  - 

3.99 

4  - 

4.99 

5  - 

5.99 

6  - 

6.99 

7  - 

9.99 

10  and  over 

Dollar  amount 

Other 

263 

4.2 

19,420 

1.8 

523 

8.3 

22,193 

2.1 

522 

8.3 

71,565 

6.7 

4,022 

63.6 

250,253 

23.5 

286 

4.5 

177,395 

16.6 

45 

.7 

483,913 

45.4 

6 

.1 

26 

- 

270 

4.3 

13,957 

1.3 

370 

5.9 

24,981 

2.3 

Variable  by  sex  14       .2        2,278       .2 

Total  6,321    100.0     1,065,981    100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 
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Table  33 

Contributions  bo  Private  Sector  Plans,  hy   T/pe  of  Plan  and  Contributor, 

Ontario,  1978 


Contributory  plans 

Employee 

Elmployer 

Total 

(Thousands  of  ( 

Jollars) 

Defined  benefit 

Final  earnings(a) 

184,330 

424,562 

608,892 

Career  average  earninijs 

164,175 

237,496 

401,671 

Level  percentage  of 

earn 

lings 

44 

106 

150 

Flat  benefit 

2,015 

8,259 

10,274 

(Sub- total) 

(350,564) 

(670,423) 

(1,020,987) 

Money-purchase 

47,632 

59,126 

106,758 

Profit  sharing 

3,852 

4,151 

8,003 

Composite  and  otlier 

11,062 

22,257 

33,319 

Ibtal 

413,110 

755,957 

1,169,067 

Non-contributory  plans 

Employee 

Employer 

Total 

(Thousands  of  < 

dollars) 

Defined  benefit 

Final  earnings (a) 

12,443 

416,992 

429,435 

Career  average  earnings 

8,847 

95,876 

104,723 

Level  percentage  of 

earn 

Ings 

- 

324 

324 

Flat  benefit 

5,607 

312,114 

317,721 

(Sub- total) 

(26,897) 

(325,306) 

(852,203) 

Money-purchase 

1,161 

15,456 

16,617 

Profit  sharing 

1,082 

9,442 

10,524 

Composite  and  other 

132 

6,083 

6,215 

Total 

29,272 

856,287 

885,559 

Total  contributions  to 

private 

sector 

plans 

442,382 

1,612,244 

2,054,626 

a  Includes  final  average  earnings  and  average  best  earnings. 
Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 
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Table  34 

Contributions  to  Public  Sector  Plans,  by  Type  of  Plan  and  Contributor, 

Ontario,  1978 


Contributory  plans 


Employee Employer 


Total 


Defined  benefit 
Final  earnings (a) 
Career  average  earnings 
Level  percentage  of  earnings 
Flat  benefit 
(Sub- total) 

Money-purchase 
Profit  sharing 
Canposite  and  other 

Total 


(Thousands  of  dollars) 

769,836    1,561,091    2,330,927 
21,424       31,951       53,375 


(791,260)  (1,593,042)  (2,384,302) 

384  398  782 

1,319  3,915  5,234 

792,963  1,597,355  2,390,318 


Non-contributory  plans 

Employee    Employer     Total 

(Thousands  of  dollars) 

Defined  benefit 

Final  earnings (a) 

7         377         384 

Career  average  earnings 

-          -          - 

Level  percentage  of  earnings 

_          _          _ 

Flat  benefit 

682        8,761        9,443 

(Sub- total) 

(689)      (9,138)      (9,827) 

Money-purchase                       304  3,172       3,476 

Profit  sharing                         _  _          _ 

Canposite  and  other                   _  _          _ 

Total                              993  12,310      13,303 

Total  contributions  to  public  sector 

plans                          793,956  1,609,665    2,403,621 

a  Includes  final  average  earnings  and  average  best  earnings. 
Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 
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Table  35 

Defined  Benefit  Pension  Plans,  by  Benefit  Rate  and  lype  of  Plan, 

Ontario,  1978 


Plans    Per  cent    Members    Per  cent 


Final,  final  average,  and 
average  best  earnings 
Less  than  1  per  cent 

1  -  1.24  per  cent 
1.25  -  1.49  per  cent 
1.5  -  1.74  per  cent 
1.75  -  1.99  i^er  cent 

2  per  cent  and  over 
Variable  by  sex 
Other 

Total 

Career  average  earnings 
Less  than  1  per  cent 
1-1.24  per  cent 
1.25  -  1.49  per  cent 
1.5  -  1.74  per  cent 
1.75  -  1.99  per  cent 
2  per  cent  and  over 
Variable  by  sex 
Other 
Total 

Flat  benefit 
Under  $2.00 
$2.00  -  2.99 

3.00  -  3.99 

4.00  -  4.99 

5.00  -  5.99 

6.00  -  6.99 

7 . 00  and  over 

Variable  by  sex 

Other 

Total 


21 

1.5 

6,092 

.7 

106 

7.7 

30,521 

3.3 

88 

6.4 

48,984 

5.2 

319 

23.3 

65,366 

7.0 

105 

7.7 

18,962 

2.0 

545 

39.8 

699,749 

74.9 

5 

.4 

592 

.1 

182 

13.3 

63,876 

6.8 

1,371 

100.0 

934,142 

100.0 

28 

1.1 

18,976 

7.2 

135 

5.1 

13,722 

5.2 

82 

3.1 

6,367 

2.4 

490 

18.5 

41,248 

15.6 

152 

5.8 

31,679 

12.0 

1,607 

60.8 

141,688 

53.6 

7 

.3 

245 

.1 

141 

5.3 

10,390 

3.9 

2,642 

100.0 

264,315 

100.0 

10 

1.2 

424 

.1 

36 

4.4 

7,866 

2.4 

58 

7.1 

8,569 

2.6 

74 

9.0 

14,371 

4.4 

121 

14.8 

19,381 

6.0 

99 

12.1 

28,826 

8.9 

287 

35.0 

212,163 

65.2 

3 

.4 

1,335 

.4 

131 

16.0 

32,650 

10.0 

819 

100.0 

325,585 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Qitario,  1978," 
unpublished. 
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Table  36 

Automatic  Retirement  Age  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public  sector 
Members   Per  cent 


Private  sector 


Members 


Per  cent 


Automatic  retirement  age: 
60  and  under 
61-64 
65 

66-69 
70 

Over  70 
Other 


1,530 

.2 

1,204 

.1 

- 

- 

1,355 

.1 

51,519 

23.4 

265,425 

26.0 

2,982 

.5 

155,438 

15.2 

98,193 

15.2 

528,307 

51.8 

- 

- 

888 

.1 

27,033 

4.2 

299 

- 

Total  with  automatic 
retirement  provision 

No  provision 

Total 


281,257  43.4  952,916  93.3 
366,757  56.6  67,965  6.7 
648,014    100.0     1,020,881    100.0 


Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpublished. 

Table  37 

Early  Retirement  Conditions  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public 

sector 

Private 

sector 

Members 

Per  cent 

Members 

Per  cent 

Employee's  option 

239,845 

37.0 

377,245 

37.0 

Einployer's  option 

49,363 

7.6 

22,236 

2.2 

Mutual  consent 

337,015 

52.0 

531,916 

52.1 

Other 

19,778 

3.1 

46,710 

4.6 

No  provision 

2,013 

.3 

42,774 

4.2 

Total 

648,014 

100.0 

1,020,881 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Qitario,  1978," 
unpublished. 
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Table  38 

Pension  Payable  on  Early  Retirement,  Ontario,  1978 


Contributory 

Iton-cont 
Members 

ributory 

Members 

Per  cent 

Per  cent 

Formula  for  pension  i>ayable: 

Actuarially  reduced  pension   571,899 

54.6 

136,790 

23.8 

Accrued  pension  reduced  by 

a  certain  per  cent  per  month 

by  which  early  retirement 

precedes  normal  retirement 

age 

0-.24%                     59 

- 

1,024 

.2 

.25-. 49%                144,694 

13.8 

74,227 

12.9 

.50-. 74%                  71,206 

6.8 

122,126 

21.2 

.75%  and  over               233 

- 

1,809 

.3 

(Sub- total)              (216,192) 

(20.6) 

(199,186) 

(34.6) 

Other                     259,665 

24.8 

239,648 

41.6 

Tbtal 


1,047,756    100.0     575,624 


100.0 


Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpubl ished . 

Table  39 

Vesting  Provisions  in  Pension  Plans,  Ontario,  1978 

Per  Per 

Plans   cent    Members    cent 


Immediate 

10  years  or  less  of  service  or 

participation 
11-19  years  of  service  or 

participation 
20  years  or  more  of  service  or 

participation 

Service  or  participation  and/or  age 
Age 
Other 
rJo  vesting  other  than  "45  and  10" 

Tt)tal 


1,207 

13.9 

166,774 

10.0 

3,382 

39.0 

1,000,972 

60.0 

1,201 

13.9 

100,071 

6.0 

754 

8.7 

46,040 

2.8 

234 

2.7 

55,372 

3.3 

23 

.3 

1,426 

.1 

166 

1.9 

49,633 

3.0 

1,698 

19.6 

248,607 

14.9 

8,665 

100.0 

1,668,895 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Oitario,  1978," 
unpublished. 
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Table  40 

Disability  Benefits  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public 

sector 

Private 

sector 

Members 

Per  cent 

Members 

Per  cent 

Full  accrued  pension 

Actuarially  reduced  pension 

Flat  amount  per  nonth 

Otlier 

ttone  provided 

Total 

522,711 

83,666 

1,263 

22,443 

17,931 

648,014 

80, 
12, 

3, 
2, 

100, 

.7 
.9 
.2 
.5 
.8 

.0 

285, 
127, 
6, 
180, 
421. 

1,020, 

,601 
,311 
,019 
,043 
,849 

,823 

28. 
12. 

17. 
41, 

100. 

,0 
,5 
,6 
,6 
.3 

.0 

Source  Statistics  Canada,  "Pension  Plans  in  Ontario,  1978," 
unpubl ished . 


Table  41 

Survivor  Benefits  in  Pension  Plans,  by  Sector,  Ontario,  1978 


Public  sector 

Private  sector 

Per 

Per 

Members 

cent 

Members 

cent 

Death  prior  to  retirement 

No  death  benefit 

- 

- 

299,411 

29.3 

Refund  of  employee  contributions 

77,544 

12.0 

228,002 

22.3 

Refund  of  vested  employer 

contributions 

769 

.1 

70,713 

6.9 

Widow's  pensions 

561,359 

86.6 

309,774 

30.3 

Refund  of  employee  contributions 

and  vested  enployer  contributions 

8,342 

1.3 

92,458 

9.1 

Other 

- 

- 

20,523 

2.0 

Total 

648,014 

100.0 

1,020,881 

100.0 

Death  after  retirement 

No  benefit 

1,292 

.2 

259,374 

25.4 

Pension  payments  for  balance  of 

guaranteed  term: 

Less  than  60  months 

- 

- 

3,669 

.4 

60 

10,691 

1.6 

335,483 

32.9 

61-119 

47 

- 

2,930 

.3 

120 

3,225 

.5 

123,747 

12.1 

More  than  120 

— 

- 

111 

- 

Employee  contributions  less 

pension  paid 

- 

- 

36,282 

3.6 

Einployee  and  employer 

contributions  less  pension  paid 

71,070 

11.0 

11,668 

1.1 

Widow's  pension 

540,116 

83.3 

212,093 

20.8 

Option  chosen 

769 

.1 

11,745 

1.2 

Other 

20,804 

3.2 

23,779 

2.3 

TDtal 

648,014 

100.0 

1,020,881 

100.0 

Source  Statistics  Canada,  "Pension  Plans  in  Oitario,  1978," 
unpublished. 
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Table  42 

Benefit  Escalation  in  Pension  Plans  by  Sector,  Ontario,  1978 


Public  sector 


Private  sector 


Members 


Per  cent   Members 


Per  cent 


No  provision 

Consumer  Price  Index  with 
yearly  maximum  of: 
2-2.4  per  oent 
2.5  -  2.9  per  cent 
3-3.4  per  cent 
3.5  -  3.9  per  cent 
4  per  cent 
Over  4  per  cent 

Wage  index  with  yearly 
maximum  of: 

Under  2  per  cent 

2-2.4  per  cent 

2.5  -  2.9  per  cent 

3-3.4  per  cent 

3.5  -  3.9  per  cent 

4  per  cent 

Over  4  per  cent 
Other 

Total 


266,930 


348 


215,956 


41.2 


.1 


972,690 


95.3 


33.3 


36,955 

3.6 

4,713 

.5 

4 

— 

2,777 

.3 

3 
24 

45 


164,780     25.4        3,670       .4 
648,014    100.0     1,020,881    100.0 


Source  Statistics  Canada,  "Pension  Plans  in  Oitario,  1978," 
unpublished. 
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Table  43 

Pension  Plan  Terminations  in  Qitario,  1965  to  1972,  by  Reason  for 

Termination (a) 


Reason  for  termination 


Plans 


Members 


Required  to  join  ojmmon  municipal  plan 

(OMERS) 
Introduction  of  Canada  Pension  Plan 
Ctojection  to  supervisory  legislation 
Company  merger 

Employer  went  out  of  business 
Employer  bankrupt  or  in  receivership 
Replaced  by  new  plan 
Result  of  unfavourable  tax  ruling 
Other  or  no  reason  given 


341 

13,843 

196 

4,536 

36 

283 

774 

67,941 

148 

3,051 

38 

1,067 

315 

3,443 

637 

1,488 

1,021 

15,123 

Total 


3,506 


110,775 


a  Unofficial  tabulation  of  plan  terminations,  with  itiembership  affected 
where  known.  Additional  preliminary  tabulations  show  a  total  of  469 
plan  terminations  in  1973,  affecting  8,048  members;  and  from  January 
1,  1974  to  March  31,  1975,  784  terminations  affecting  20,000  members. 

Source  Pension  CoTimission  of  Ontario. 

Table  44 

Registered  Retirement  Savings  Plans,  Contributors  and  Contributions, 

Ontario,  1970-76 


Contributors 


Contributions 


1970 
1971 
1972 
1973 
1974 
1975 
1976 


(Number) 
248,719 
347,674 
545,416 
757,916 
936,385 
1,078,155 
1,225,034 


($  million) 

225.2 

319.8 

645.1 

922.6 

1,243.7 

1,524.5 

2,115.1 


Source  H.  Weitz,  study  prepared  for  the  RDyal  Commission  en  the  Status 
of  Pensions  in  Ontario. 
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Table  46 

Contributions  to  RRSP  Funds  in  Canada,  1958-1977 

Annual  contributions 


Annual  increase 


(Thousands  of  dollars) 

1958 

19,004 

1959 

20, 000(a) 

1960 

27,526 

1961 

34,322 

1962 

40,456 

1963 

46,456 

1964 

57,704 

1965 

81,997 

1966 

100,618 

1967 

118,864 

1958- 

-1967 

546,947 

1968 

142,618 

1969 

178,600 

1970 

225,200 

1971 

319,800 

1972 

645,100 

1973 

922,600 

1974 

1 

,243,700 

1975 

1 

,524,500 

1976 

2 

,115,500 

1977 

2 

,355, 000(b) 

1968- 

-1977 

9,672,618 

1958- 

-1977 

10,291,565 

(Per  cent) 

5 

25 
18 
15 
24 
42 
23 
18 

20 
25 
26 
42 
100 
43 
35 
23 
39 
11 


a  Estimate 

b  Preliminary  figure  provided  by  Revenue  Canada,  Taxation. 
Source  Revenue  Canada,  Taxation,  Taxation  Statistics,  Annual  reports 
for  Taxation  Years  1958-1976. 

Table  47 

Deferred  Profit  Sharing  Plans  Established,  Canada,  1970-78 


Annual  total 


Cumulative  total 


1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 


97 
982 
2,766 
3,780 
3,697 
3,166 
3,225 
2,918 


948 

1,045 

2,027 

4,793 

8,573 

12,270 

15,436 

18,661 

21,579 


Source  Revenue  Canada. 
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Glossary 


Pension  plan  language  displays  a  great  variety  in  terms  and  usage 
from  one  occupation  or  firm  to  another,  and  often  among  different  pro- 
fessionals. Government  pension  programs  have  introduced  their  own  spe- 
cialized terminology,  including  new  or  special  meanings  for  old  terms. 
In  public  discussion  it  often  happens  therefore  that  two  different 
terms  are  used  interchangeably;  or  an  expression,  though  technically 
correct,  is  applied  in  a  manner  sufficiently  unusual  to  confuse  many 
readers  -  even,  on  occasion,  the  well-informed.  In  the  preparation  of 
its  report  the  Commission  has  made  every  effort  to  define  and  explain 
all  terms  used  as  and  when  they  occur  in  the  text.  It  was  thought 
useful,  however,  to  include  this  Glossary,  covering  as  many  as  possible 
of  the  specialized  words  and  phrases  occurring  in  the  report  itself  and 
likely  to  be  encountered  in  subsequent  discussion  of  pension  issues  at 
various  levels.  The  only  items  intentionally  omitted  are  those  not  in 
general  use  today,  or  for  which  an  adequate  definition  is  possible  only 
in  the  context  of  a  full  discussion,  as  is  the  case  with  some  actuarial 
and  legislative  expressions. 


ACCRUED  PENSION  -  Amount  of  pension  credited  to  a  plan  member  according 
to  service,  earnings,  etc.,  up  to  a  given  time. 


ACTUARIAL  ASSUMPTIONS  -  In  an  actuarial  valuation,  a  set  of  estimates  of 
future  developments  affecting  the  cost  of  benefits  to  be  provided 
under  a  pension  plan  (e.g.,  mortality,  salary  increases,  investment 
return,  employee  turnover,  retirement  ages). 


ACTUARIAL  EQUIVALENT  -  Result  of  a  calculation  used  to  reduce  or  in- 
crease the  amount  of  monthly  pension  payments  when  taken  in  a  form 
other  than  the  normal  form  of  benefit  -  at  a  different  age,  or  with 
different  survivor  conditions,  etc.  -  but  representing  the  same  total 
value  over  the  entire  term  of  the  expected  payments.   For  example,  a 
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life  pension  commencing  at  age  50  may  be  a  lower  monthly  amount  than 

one  starting  at  age  65  because  a  greater  number  of  monthly  payments 

are  expected;  it  is  said  to  be  the  actuarial  equivalent  of  the  age  6  5 

pension  v*ien  the  present  value  is  the  same. 


ACTUARIAL  VALUATION  -  Examination  of  a  pension  plan  by  an  actuary  to  as- 
sess the  solvency  of  the  plan  and  determine  the  level  of  contributions 
required  to  maintain  its  solvency. 


ACTUARY  -  A  professionally  trained  specialist  in  the  pension  and  in- 
surance fields.  In  Canada,  full  professional  recognition  requires 
membership  in  the  Canadian  Institute  of  Actuaries. 


ADDITIONAL  VOLUNTARY  CONTRIBUTIONS  -  Contributions  to  a  pension  plan, 
made  voluntarily  by  an  employee  in  addition  to  those  required  for 
specific  plan  benefits.  Extra  benefits  are  purchased  by  the  addi- 
tional contributions  but  no  additional  cost  is  borne  by  the  employer. 


ADEQUACY  -  A  social  judgment  applied  to  determine  the  amount  of  income 
to  be  provided  through  government  programs  to  the  elderly  -  in  this 
report,  j)€rsons  aged  65  and  over.  As  used  in  Volume  I,  Chapter  6, 
adequacy  level  is  defined  as  the  amount  required  for  adequacy  in  1979 
for  persons  who  retired  at  the  end  of  1978;  and  adequacy  standard  is  a 
formula  for  determining  the  adequacy  level  in  subsequent  years. 


AD  HOC  ADJUSTMENT  -  Amount  added  to  a  pension  after  retirement,  on  an 
irregular  basis  and  not  as  a  result  of  a  prior  commitment  or  contract. 
To  be  distinguished  from  indexing. 


AGE  DISTRIBUTION  -  Analysis  of  the  age  of  a  group  according  to  number  of 
members  in  each  age  class:   e.g.,  20-24,  25-29,  etc. 


AGE  PENSION  -  Term  used  to  distinguish  pensions  payable  on  account  of  a 
person's  age  from  those  payable  in  event  of  disability,  etc. 


AMORTIZATION  PERIOD  -  Period  of  years  over  which  payments  are  made  into 
a  pension  plan  to  meet  the  cost  of  benefits  that  have  not  been  fully 
funded.   (See  Unfunded  liability.) 


ANNUITY  -  In  pension  terminology,  periodic  payments  (usually  monthly) 
provided  by  the  terms  of  a  contract  for  the  lifetime  of  an  individual 
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(the  annuitant);  may  be  a  fixed  or  varying  amount,  and  may  continue 
for  a  period  after  the  annuitant's  death.  See  Guaranteed  annuity; 
Joint  and  survivor  annuity;  Straight  life  annuity;  Level  income 
option;  Participating  annuity;  Variable  annuity;  Normal  form  of 
benefit;  Optional  form  of  benefit. 


ANNUITY  RATE  -  Price  charged  by  an  issuer  of  annuities  to  provide  a 
dollar  of  annuity  (usually  per  month)  under  specified  conditions  to  an 
individual  based  on  the  person's  age,  interest  rates,  etc. 


AVAILABLE  INCOME  -  Total  dollar  value  of  money  income  and  other  benefits 
received  by  an  individual,  including  such  items  as  income  tax  credits 
and  free  health  plan  premiums.  (Term  used  in  discussion  of  Adequacy , 
Volume  I,  Chapter  6). 


AVERAGE  INDUSTRIAL  WAGE  -  The  Industrial  Composite  of  Wages  and  Salaries 
(weekly)  as  measured  by  Statistics  Canada  and  reported  in  Employment, 
Earnings  and  Hours  (Cat.  72-002).   Usually  cited  as  an  annual  average. 


BENEFICIARY  -  In  a  pension  plan,  a  person  who,  on  the  death  of  a  plan 
member  or  pensioner,  may  become  entitled  to  a  benefit  under  the  plan. 
(See  Survivor  benefits.  Death  benefits.) 


BENEFIT  -  Generally,  any  form  of  payment  to  which  a  person  may  become 
entitled  under  the  terms  of  a  plan;  often  refers  specifically  to  the 
normal  pension  provided  by  the  plan  formula. 


BENEFIT  FORMULA  -  Provision  in  a  pension  plan  for  calculating  a  member's 
defined  benefit  according  to  years  of  service,  earnings  (career  or 
final  average),  a  fixed  dollar  amount,  etc.  (See:  Flat  benefit; 
Career  average  benefit;  Final  average  benefit;  see  also:  Defined 
contribution  plan. ) 


BEST  EARNINGS  FORMULA  -  A  defined  benefit  formula  which  applies  the  unit 
of  benefit  credited  for  each  year  of  service  to  the  member's  average 
earnings  for  a  specified  period  of  highest  earnings  (e.g.,  best  five 
of  the  last  ten  years  of  service).  See  also:  Final  average  formula; 
final  earnings  formula. 


BRIDGING  SUPPLEMENT  -  A  supplemental  benefit  payable  in  addition  to 
regular  benefits  under  a  pension  plan  to  an  employee  who  retires 
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before  becoming  eligible  for  government  benefits,  but  ceasing  when  OAS 
or  CPP/QPP  benefits  are  payable  (or  offset  by  those  benefits). 


CAREER  AVERAGE  FORMULA  -  A  defined  benefit  formula  which  applies  the 
unit  of  benefit  to  earnings  of  the  member  in  each  year  of  service,  and 
not  to  final  or  final  average  earnings. 


CARRIER  -  General  term  used  to  refer  to  an  insurance  company,  trust 
company  or  other  financial  institution  with  responsibility  for  some  or 
all  functions  under  a  pension  plan. 


CASH  WITHDRAWAL  -  A  return  of  personal  pension  contributions  to  a  member 
whose  employment  is  terminated. 


CHILD-REARING  DROPOUT  -  Provision  in  Quebec  Pension  Plan  (and  Canada 
Pension  Plan,  subject  to  approval  of  provinces)  under  which  allowance 
is  made  for  months  in  which  no  (or  low)  contributions  were  made  while 
the  contributor  was  raising  children. 


COFIRENTES  +  -  Pension  review  committee  established  by  the  govern- 

ment  of  Quebec;  report  released  March  14,  1978.   (Comite  d  etude 

/  ,  / 

sur  le  financement  du  Regime  de  rentes  du  Quebec  et  sur  les  regimes 

supplementaires  de  rentes.) 


COMMUTED  VALUE  -  Amount  of  an  immediate  lump-sum  payment  estimated  to  be 
equal  in  value  to  a  future  series  of  payments.  See  also:  Present 
value. 


COMPOUND  INTEREST  -  Interest  credited  to  the  investor  at  a  specified 
rate  and  on  specified  dates,  and  added  to  the  principal  for  the 
purpose    of    subsequent    interest    calculations. 


COMPULSORY    PLAN    -  A    pension   plan    which    eligible    employees   must    join    as    a 
condition   of    employment. 


COMPULSORY  RETIREMENT  -  Provision  in  a  pension  plan,  collective  agree- 
ment or  employer's  rules  requiring  that  employee  must  retire  at  a 
certain    age    or   under   other    specified    conditions. 
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CONTINUOUS  SERVICE  -  Period  during  which  an  employee  is  continuously 
employed  by  the  same  employer;  may  be  defined  in  a  pension  plan  (or  by 
law)  so  as  to  include  certain  periods  of  ahsence,  and  service  with  an 
associated  or  predecessor  employer.  To  be  distinguished  from  Credited 
service. 


CONTRIBUTION  INTEGRATION  -  Provision  for  reducing  the  required  con- 
tributions to  a  pension  plan  by  contributions  prescribed  in  the 
Canada  Pension  Plan  (or  QPP).  To  be  distinguished  from  treatment  of 
contributions  in  Step-rate  integration. 


CONTRIBUTORY  PLAN  -  A  pension  plan  which  requires  the  employee  to  make 
contributions  by  payroll  deduction  in  order  to  qualify  for  benefits 
under  the  plan. 


COST  CERTIFICATE  -  The  certificate  of  an  actuary,  based  on  an  actuarial 
valuation,  setting  out  costs  and  contributions  required  under  an 
employment  pension  plan.  Under  pension  benefits  legislation  a  cost 
certificate  must  be  filed  when  a  plan  is  established  and  at  least 
every  three  years  thereafter,  and  when  the  plan  is  amended. 


CREDITED  SERVICE  -  Periods  of  employment  counted  in  calculating  amount 
of  pension;  may  also  be  a  basis  for  qualifying  for  a  particular  type 
of  benefit.   See  also:   Continuous  service. 


CREDIT  SPLITTING  -  See  Division  of  pension  credits  (CPP). 


CURRENT  SERVICE  -  Period  of  service  of  an  employee  after  becoming  a 
member  of  a  pension  plan.  Current  service  cost  usually  refers  to  the 
cost  of  benefits  credited  to  members  of  a  plan  in  a  given  year.  See 
also:   Past  service;  Unfunded  liability. 


DEATH  BENEFIT  -  A  lump  sum  (usually),  payable  from  a  pension  plan  to  the 
beneficiary  or  estate  of  a  member  who  dies  before  retirement.  May 
refer  to  a  payment  on  death  after  retirement.  See  also:  Survivor 
benefit;  Guaranteed  annuity;  Joint  and  survivor  annuity. 


DEFERRED  PROFIT  SHARING  PLAN  (DPSP)  -  Type  of  profit  sharing  plan  de- 
fined in  the  Income  Tax  Act,  often  used  as  a  defined  contribution 
pension  plan.  Employee  contributions  are  not  deductible  from  income 
for  tax  purposes.  See  also:  Profit  sharing  pension  plan;  Employees 
profit  sharing  plan. 
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DEFERRED  RETIREMENT  -  See  Postponed  Retirement. 


DEFERRED  VESTED  PENSION  (ANNUITY)  -  A  specified  pension  determined  at 
the  time  of  termination  of  employment  or  termination  of  a  plan  but  not 
payable  until  some  later  date,  usually  normal  retirement  age.  (See 
Vesting. ) 


DEFINED  BENEFIT  PLAN  -  A  plan  which  defines  the  pension  to  be  provided 
(based  on  service,  average  earnings,  etc.)  but  not  the  total  contri- 
butions. If  plan  is  contributory,  the  rate  of  employee  contributions 
may  be  specified,  with  the  employer  paying  the  balance  of  cost.  To  be 
distinguished  from  defined  contribution  plan. 


DEFINED  CONTRIBUTION  (MONEY-PURCHASE)  PLAN  -  Plan  which  defines  contri- 
butions to  be  made  by  employer  and  employees,  but  not  the  benefit 
formula.  Accumulated  contributions  and  interest  are  used  to  purchase 
an  annuity  for  the  member.  To  be  distinguished  from  Defined  benefit 
plan. 


DEMOGRAPHIC  PROJECTION  -  An  estimate  of  the  future  size  and  composition 
of  the  population,  based  on  past  and  current  census  data  and  assump- 
tions as  to  birth  and  death  rates,  immigration,  etc. 


DEPENDENCY  RATIO  -  A  demographic  expression  of  the  economic  relationship 
of  the  population  outside  the  labour  force  to  those  in  the  labour 
force  in  a  given  year.  Term  may  refer  to  all  who  are  inactive  (in  the 
economic  sense)  or  just  those  considered  to  hcve  retired. 


DEPENDENT  CHILD'S  BENEFIT  -  Under  the  Canada  Pension  Plan  (or  QPP ) , 
a  monthly  amount  payable  to  each  dependent  child  of  a  disability 
pensioner  or  deceased  contributor. 


DEPOSIT  ADMINISTRATION  -  A  contract  with  an  insurance  company  to  admin- 
ister a  pension  plan,  but  with  the  employer  responsible  for  solvency 
until  funds  are  used  to  purchase  annuities,  usually  at  the  time  of 
retirement.   (See  also:  Insured  plan. ) 


DISABILITY  PENSION  -  Pension  payable  to  an  employee  permanently  incapac- 
itated due  to  physical  or  mental  disability. 
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DISCOUNTED  COST  -  Present  value  of  benefits  payable  in  the  future, 
taking  into  account  estimates  of  future  investment  yield  and  the 
probability  that  plan  members  will  live  and  remain  in  the  plan  long 
enough    to   cjualify    for   payment   of    benefits. 


DISPOSABLE    INCOME   -  Generally,    a  person's    income    from   all   sources,    minus 
income   taxes. 


DIVISION  OF  PENSION  CREDITS  -  Also  known  as  "credit  splitting,"  a 
provision  in  the  Canada  Pension  Plan  (and  QPP )  whereby  one  spouse,  on 
dissolution  of  marriage,  may  obtain  an  equal  division  of  pension 
credits   earned   by  one   or   both  partners   during   the   period   of   marriage. 


DROP-OUT  MONTHS  -  Under  the  Canada  Pension  Plan,  certain  low-earnings 
months  which  are  not  counted  in  calculating  average  contributory 
earnings  on   v^ich   the   contributor's   pension   is   based. 


DUES-PAID  PLAN  -  Pensions  provided  for  members  of  a  trade  union,  fi- 
nanced entirely  by  regular  dues  payments,  without  participation  by 
employers. 


EARLY  RETIREMENT  -  Provision  in  a  pension  plan  for  retirement  earlier 
than  the  normal  pension  age.  The  amount  of  pension  credited  under  the 
plan  formula  may  be  reduced  according  to  the  member's  attained  age;  or 
an  unreduced  pension  may  be  payable  if  a  specified  service  condition 
(e.g.,    30   years)    has    been    met.       (See    also:      Special   retirement.) 


EARNINGS  -  A  person's  money  income  from  employment  or  self-employment; 
usually  excludes  such  forms  of  income  as  rents  or  bond  interest.  In 
some  pension  plans  certain  bonuses,  sick  pay,  etc.,  may  be  excluded  in 
calculating   benefits. 


EARNINGS   CEILING   -  See  Year's  Maximum  Pensionable  Earnings. 


EARNINGS -RELATED  PLAN  -  Any  plan  with  a  benefit  formula  based  on  earn- 
ings (as  opposed  to  a  Flat  benefit  plan).  Includes  Career  average  and 
Final   average   plans. 


EARNINGS  TEST  -  A  form  of  retirement  test  in  which  eligibility  for 
a  specified  pension  or  supplement  is  determined  on  the  basis  of  a 
person's   earnings   during   a  certain   period. 
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ELIGIBILITY  REQUIREMENT  -  A  condition  such  as  age  or  length  of  service 
that  must  be  met  before  an  employee  is  permitted  or  required  to  join  a 
pension  plan.   (Term  may  refer  to  eligibility  for  certain  benefits.) 


EMPLOYEE-PAY-ALL  PLAN  -  Any  pension  or  retirement  savings  plan  that  is 
organized  for  or  by  a  group  of  employees  but  is  not  financed  by  an 
employer.   See  also:   Dues-paid  plan. 


EMPLOYEES  PROFIT  SHARING  PLAN  (EPSP)  -  A  plan,  defined  in  the  Income  Tax 
Act,  under  which  employer  contributions  must  be  declared  as  income  by 
the  employee,  and  employee  contributions  are  not  deductible.  Benefit 
payments  out  of  the  fund  are  generally  tax-free.  See  also:  Deferred 
profit  sharing  plan;  Profit  sharing  pension  plan. 


EMPLOYMENT  PENSION  PLAN  -  A  pension  plan  offered  by  an  employer  or 
supported  by  a  group  of  employers  for  the  benefit  of  employees.  As 
used  in  this  report,  the  term  includes  plans  covering  employees  of 
governments  and  public  agencies  but  does  not  include  the  Canada 
Pension  Plan  or  other  public  programs. 


ENTRY  AGE  NORMAL  -  A  costing  method  used  in  arriving  at  a  level  premium 
cost  for  a  group.  It  bases  costs  on  the  average  career  of  employees 
from  an  assumed  average  age  of  entry  into  the  the  plan  to  normal 
retirement  age.   (See:   Level  premium.  Single  premium.) 


EXCESS  EARNINGS  -  In  discussion  of  inflation,  earnings  from  investments 
of  a  pension  fund  in  excess  of  an  assumed  or  expected  rate  of  return. 


EXPERIENCE  DEFICIENCY  -  An  unfunded  liability,  revealed  by  an  actuarial 
review  of  a  pension  plan,  resulting  from  a  difference  between  actual 
experience  (investment  earnings,  salary  levels,  etc.)  and  assumptions 
made  at  the  time  of  a  previous  valuation. 


FINAL  AVERAGE  (EARNINGS)  FORMULA  -  A  defined  benefit  formula  which 
applies  the  unit  of  benefit  credited  for  each  year  of  service  to  the 
member's  average  earnings  for  a  specified  number  of  years  just  before 
retirement.   See  also:   Final  earnings  formula;  Best  earnings  formula. 


FINAL  EARNINGS  FORMULA  -  A  defined  benefit  formula  which  applies  the 
unit  of  benefit  credited  for  each  year  of  service  to  the  member's 
final  salary  rate  or  annual  earnings  immediately  before  retirement. 
See  also:   Final  average  formula;  Best  earnings  formula. 
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FINAL  PAY  PLAN  -  Term  commonly  used  for  any  pension  plan  whose  benefits 
are  based  on  earnings  in  a  member's  last  years  of  service.  See: 
Final    average    formula;    Final    earnings    formula;    Best    earnings    formula. 


FLAT  BENEFIT  FORMULA  -  A  defined  benefit  formula  which  specifies  a 
dollar  amount  of  pension  to  be  credited  for  each  year  of  service. 
Term   should   be   distinguished    from  Flat   rate  pension. 


FLAT  RATE  PENSION  -  A  defined  benefit  expressed  as  a  dollar  amount  of 
monthly  pension,  not  related  to  service  or  earnings,  but  paid  on 
retirement  after  meeting  certain  qualifying  conditions.  See  for 
example.    Old  Age   Security. 


FULLY  FUNDED  -  Term  describing  a  plan  which,  at  a  given  time,  has 
sufficient  assets  to  provide  for  all  pensions  and  other  benefits  in 
respect   of    service   up   to    that   date. 


FUNDED   RATIO   -  Ratio   of   the   assets   of   a  pension  plan    to    its    liabilities. 


FUNDING  -  Systematic  pa^Tnents  into  a  fund  which,  with  investment  earn- 
ings, are  expected  to  provide  for  all  pensions  and  other  benefits 
as  they  become  payable.  See:  Fully  funded;  Provisionally  funded; 
Terminal    funding. 


FUTURE  SERVICE  BENEFIT  -  Term  used  to  refer  to  a  current  service  benefit 
formula  that  differs  from  that  for  past  service.  See  also:  Current 
service;    past    service. 


GAINS    -   See   Guaranteed  Annual   Income   System. 


GOING  CONCERN  BASIS  -  Refers  to  the  assumption,  when  making  an  actu- 
arial valuation,  that  the  pension  plan  will  continue  in  operation 
indefinitely. 


GOVERNMENT  PROGRAM  -  Any  legislative  program  under  which  benefits 
(pensions,  income  supplements,  etc.)  are  provided  by  a  government  in 
its  role  as  government  rather  than  its  role  as  an  enployer;  e.g..  Old 
Age   Security,    Canada  Pension  Plan,    Guaranteed   Income   Supplement. 
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GROUP  ANNUITY  -  A  contract  under  which  an  insurance  company  agrees  to 
provide  retirement  pensions  to  members  of  a  group. 


GUARANTEED  ANNUAL  INCOME  SYSTEM  (GAINS)  -  An  Ontario  government  program 
providing  monthly  income  supplements  to  certain  needy  residents,  based 
on  a  guaranteed  amount  of  annual  total  income.  "GAINS-A"  benefits 
apply  to  those  aged  65  and  over;  "GAINS-D"  benefits  are  for  the  blind 
and  disabled. 


GUARANTEED  ANNUITY  -  An  annuity  v^ich  will  be  paid  for  the  lifetime  of  a 
person,  but  in  any  event  for  a  minimum  period;  e.g.,  if  annuity  is 
guaranteed  for  five  years  and  the  annuitant  dies  after  three  years, 
payments  will  be  continued  to  a  beneficiary  or  the  estate  for  two 
years.   See  also:   Survivor  benefit. 


GUARANTEED  INCOME  SUPPLEMENT  (GIS)  -  A  monthly  payment  under  the  federal 
Old  Age  Security  Act  to  needy  recipients  of  the  OAS  pension,  based 
on  a  guaranteed  minimum  income  amount.  See:  Old  Age  Security; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INCOME  (PERSONAL)  -  Generally,  all  monies  received  by  or  credited 
to  a  person;  may  be  defined  to  include  receipt  of  certain  goods  or 
services,  as  well  as  non-earned  income  (interest,  rents,  etc.).  For 
purposes  of  income  tax  and  government  support  programs  some  forms 
of  income  may  be  excluded;  or  certain  deductions  may  be  allowed  in 
computing  net  income. 


INCOME  SUPPLEMENT  -  A  regular  payment  made  to  a  person,  usually  on  the 
basis  of  need  or  other  special  circumstances,  in  addition  to  other  in- 
come such  as  earnings  or  pensions.  See:  Guaranteed  Income  Supplement; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INCOME  TEST  -  Method  by  v*iich  the  income  of  a  person  or  family  is  talcen 
into  account  in  determining  eligibility  for  (or  amount  of)  a  payment 
under  a  government  program.  See:  Guaranteed  Income  Supplement; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INDEXING  -  Provision  for  periodically  adjusting  a  benefit  amount  (usu- 
ally after  retirement)  according  to  a  formula  based  on  a  recognized 
index  of  price  or  wage  levels,  e.g,  the  Consumer  Price  Index.  To  be 
distinguished  from  Ad  hoc  adjustment. 
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INDIVIDUAL  ANNUITY  -  Annuity  purchased  for  an  individual  and  held  in 
trust  by  the  employer  until  the  person's  retirement.  Plan  may  be 
referred  to  as  a  pension  trust. 


INFLATION  TAX  CREDIT  -  A  system  of  tax  credits  recommended  in  Volume  II, 
Chapter  10,  to  offset  a  portion  of  inflation  cost  for  retired  persons. 


INITIAL  UNFUNDED  LIABILITY  -  See  Unfunded  liability. 


INSURED  PENSION  PLAN  -  A  plan  in  which  all  benefits  are  purchased  from 
and  guaranteed  by  an  insurance  company  as  contributions  are  received. 


INTEGRATION  -  Provision  in  a  pension  plan  which  relates  plan  contribu- 
tions and/or  benefits  to  those  of  a  government  pension  program,  e.g., 
Canada  Pension  Plan.  Not  to  be  confused  with  Level  income  option. 
See  also:  Contribution  integration;  Step-rate  integration;  Offset 
integration;  Bridging  supplement. 


INVESTMENT  RETURN  (YIELD)  -  Earnings  of  a  pension  fund  including  inter- 
est on  fixed  income  securities  (bonds,  mortgages,  etc.)  dividends, 
capital  gains,  etc. 


JOINT  ADMINISTRATION  -  Provision  for  a  union-management  committee  or 
board  to  assume  supervisory  functions  relating  to  a  pension  plan.  May 
include  provisions  for  final  and  binding  settlement  of  disputes. 


JOINT  AND  SURVIVOR  ANNUITY  -  An  annuity  payable  until  the  death  of  the 
retired  employee,  and  continuing  thereafter  to  the  surviving  widow  or 
widower  until  that  person's  death.  Commonly  provided  as  an  option  at 
the  time  of  retirement;  may  be  available  as  a  level  amount  or  with 
reduction  when  one  annuitant  dies.   See  also:   Survivor  benefit. 


LEVEL  INCOME  OPTION  -  Also  referred  to  as  a  "notched"  option:  provision 
for  employee,  at  time  of  retirement,  to  elect  an  increased  pension, 
subject  to  a  reduction  by  a  specified  amount  when  the  retiree  becomes 
eligible  for  pension  under  a  government  program.  To  be  distinguished 
from  integration. 


LEVEL  PREMIUM  FUNDING  -  Funding  method  in  which  equal  annual  payments, 
per  employee  or  a  percentage  of  payroll,  are  contributed  to  a  pension 
fund  over  the  estimated  working  life  of  employees  in  a  pension  plan  to 
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fund  all  benefits  under  the  plan.   To  be  distinguished  from  single 
premium  funding. 


LIFE  EXPECTANCY  -  Number  of  years  a  person  of  given  sex  and  age  is 
expected  to  live,  based  on  statistics  of  mortality.  See:  Mortality 
table. 


LOADING  -  An  amount  added  to  the  estimated  cost  of  a  pension  plan  to 
provide  for  expenses  of  a  variable  or  minor  nature;  e.g.,  special 
retirement  pensions,  trustee  fees. 


LOCKING-IN  -  Requirement  under  legislation  that  pension  contributions 
made  after  a  certain  date  cannot  be  withdrawn  or  otherwise  forfeited 
if  the  employee  on  termination  of  employment  has  attained  a  certain 
age  or  has  completed  a  certain  period  of  service  or  plan  membership. 
See  Vesting. 


MANDATORY  PENSION  PLAN  -  An  employment  pension  plan  which  employers  are 
required  by  law  to  establish  and  maintain  for  their  employees.  See 
also:   Provincial  Universal  Retirement  System  (PURS ) . 


MANDATORY  RETIREMENT  -  See  Compulsory  retirement. 


MAXIMUM  PENSIONABLE  EARNINGS  -  See  Year's  Maximum  Pensionable  Earnings 
(YMPE). 


MEIANS  TEST  -  Method  by  which  a  person's  assets  as  well  as  income  are 
taken  into  account  in  determining  eligibility  for  or  amount  of  payment 
under  a  government  program.   See  Old  Age  Pensions. 


MINIMUM  WAGE  -  Lowest  rate  of  pay  an  employer  may  pay  to  an  employee 
according  to  applicable  minimum  wage  legislation  (provincial  or 
federal ) . 


MONEY-PURCHASE  PLAN  -  See  Defined  contribution  plan. 


MORBIDITY  RATES  -  Statistics  showing  the  incidence  of  specific  physical 
and  mental  ailments  in  large  groups,  by  age,  sex,  occupation,  etc. 
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MORTALITY  TABLE  -  A  table  showing  expected  rates  of  death  at  various 
ages  for  people  born  in  various  periods.  Used  by  actuaries  to  arrive 
at  mortality  assumptions  when  estimating  the  cost  of  pensions  for  a 
group.  Term  unisex  is  used  when  mortality  estimates  for  males  and 
females   are    combined    in    a    single    table. 


MULTI-EMPLOYER   PLAN   -  A   pension   plan   covering   employees   of   more   than   one 
employer,    usually    by   agreement    with   a    union   or    group   of    unions. 


NEEDS  TEST  -  Method  of  assessing  a  person's  or  family's  expenditure 
requirements  (shelter,  food,  fuel,  etc.)  in  relation  to  other  income 
or  means,  to  determine  amount  of  income  support  to  be  provided  under  a 
government  program  (e.g.,  in  most  provincial  family  benefit  programs). 
See    also:       Income    test;    Means    test. 


NET  REPLACEMENT  RATIO  -  Measurement  of  adequacy  of  retirement  income  by 
relating  it  to  income  immediately  before  retirement,  ta)<ing  into 
account    income    taxes,    tax    credits,    etc. 


NON-CONTRIBOTORY   PLAN    -  A   pension    plan    in    which    all    required    contri- 
butions   are   made   by   the    employer. 


NON-PENSION  BENEFIT  -  Any  benefit  or  privilege  provided  by  governments 
or  private  organizations  to  retired  persons;  e.g.,  employer-paid  life 
insurance;  free  prescription  drugs;  reduced  fares  for  transportation; 
subsidized   housing. 


NORMAL  COST  -  Amount  of  annual  contribution  required  to  pay  for  the 
current  service  cost  of  a  pension  plan.  Term  usually  refers  to  a 
level  premium,  based  on  a  "normal"  age  assumption  (e.g.,  entry  age 
normal ) . 


NORMAL  FORM  OF  BENEFIT  -  Amount  and  other  features  of  the  annuity 
(pension)  payable  on  retirement  unless  the  plan  member  elects  an 
optional    form  of   benefit. 


NORMAL  PENSION  -  Amount  of  pension,  according  to  the  benefit  formula,  to 
which  an  employee  is  or  would  be  entitled  on  reaching  normal  retire- 
ment age,  based  on  earnings  and/or  service.  See  also:  Benefit 
formula;    Early   retirement. 
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NORMAL  RETIREMENT  AGE  -  The  age  specified  in  a  pension  plan  at  which 
employees  are  expected  to  retire;  may  be  the  earliest  age  at  which  an 
unreduced  pension  is  payable.  See  also:  Early  retirement;  Normal 
pension. 


OFFSET  -  Generally,  the  amount  of  one  type  of  benefit  used  to  reduce  the 
amount  of  another  benefit  payable  to  a  person,  e.g.,  a  disability 
pension  where  disability  insurance  benefits  are  provided  by  the  same 
employer.  For  reference  to  government  pension  programs,  see  Offset 
integration. 


OFFSET  INTEGRATION  -  Provision  in  a  pension  plan  for  directly  reducing  a 
plan  benefit  by  all  or  a  portion  of  pensions  payable  to  the  indi- 
vidual from  a  government  program.  See  also:  Step-rate  integration; 
Contribution  integration. 


OLD  AGE  PENSIONS  -  Usually  refers  to  pensions  formerly  paid  under  a 
federal  statute  to  aged  residents  who  could  qualify  under  a  means 
test.   (Program  replaced  in  1952  by  the  Old  Age  Security  Act). 


OLD  AGE  SECURITY  (OAS)  -  Federal  program  providing  a  universal,  flat 
rate  pension  to  all  residents  aged  65  and  over,  regardless  of  need; 
also  provides  income-tested  supplements:  see  Guaranteed  Income 
Supplement,  Spouse's  Allowance. 


OPTIONAL  FORM  OF  BENEFIT  -  Form  of  annuity  which  a  plan  member  may  elect 
on  retirement,  differing  from  the  normal  form  of  benefit  in  amount  and 
other  conditions  but  of  actuarially  equivalent  value.  See  also: 
Guaranteed  annuity;  Joint  and  survivor  annuity;  Straight  life  annuity; 
Level  income  option;  Participating  annuity;  Variable  annuity. 


PARTICIPATING  ANNUITY  -  A  form  of  annuity  in  which  the  contractual 
amount  of  regular  payments  may  be  increased  to  reflect  investment 
returns  that  are  higher  than  originally  assumed.  (To  be  distinguished 
from  Variable  annuity. ) 


PAST  SERVICE  -  Period  of  service  of  an  employee  before  becoming  a  member 
of  a  pension  plan.  Term  may  be  used  to  define  certain  benefits  that 
differ  from  those  for  current  service  (future  service).  See  also: 
Current  service;  Future  service;  Unfunded  liability. 
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PAY-AS-YOU-GO  PLAN  -  Term  used  for  benefits  that  are  not  funded  except 
as  and  when  they  are  paid  to  individuals;  i.e.,  payment  is  made  from 
current  revenue  or  other  sources  outside  the  plan  as  such. 


PENSION  -  Generally,  any  regular  periodic  payment  to  a  person  who  has 
retired  from  the  service  of  an  employer  or  has  met  certain  age  or 
other  conditions  for  payments  under  a  government  pension  program.  See 
also:  Annuity. 


PENSION  FORMULA  -  See  Benefit  formula. 


PENSIONABLE  EARNINGS  -  Defined  portion  of  an  individual's  total  earn- 
ings, used  in  calculating  pension  entitlement  (e.g.,  excluding  certain 
bonuses).  See  also:  Year's  Maximum  Pensionable  Earnings  (YMPE )  - 
term  used  in  Canada  Pension  Plan. 


PENSION  BENEFITS  LEGISLATION  -  Laws  and  regulations  under  which  employ- 
ment pension  plans  must  be  registered  and  meet  prescribed  standards 
relating  to  vesting,  solvency,  investments,  etc.  In  Ontario,  the 
Pension  Benefits  Act. 


PENSION  BOARD  (COMMITTEE)  -  Group  of  persons  designated  according  to  the 
terms  of  a  pension  plan  to  oversee  various  administrative  functions- 
Members  may  be  trustees  of  the  plan. 


PENSION  COMMISSION  OF  ONTARIO  -  Commission  responsible  for  administering 
the  Pension  Benefits  Act. 


PENSION  PLAN  -  A  plan  organized  and  administered  to  provide  a  regular 
income  for  the  lifetime  of  retired  members;  other  benefits  that  may  be 
provided  include  payments  on  permanent  disability,  death,  etc.  See 
also:   Annuity. 


PENSION  TRUST  -  See  Individual  annuity. 


PLAN  TERMINATION  -  Discontinuance  of  an  employment  pension  plan,  vol- 
untary or  involuntary  (e.g.,  as  in  ban)cruptcy)  ;  wind-up  procedure 
regulated  by  pension  benefits  legislation.   See  also:   Priorities. 
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POOLED  FUND  -  Funds  of  two  or  more  pension  plans,  held  by  a  financial 
institution  and  combined  for  investment  purposes  in  a  single  fund, 
each  plan  sharing  rateably  in  the  net  income  from  investments. 


POOLING  -  In  pension  plans,  term  used  to  describe  any  method  by  which 
certain  risks  or  costs  are  shared  by  all  members  of  a  group,  and 
certain  group  advantages  are  gained.  (Term  may  also  refer  to  a  method 
of  fund  investment;  see:   Pooled  fund). 


PORTABILITY  -  Extent  to  which  an  individual  is  provided  on  retirement 
with  pension  income  which  recognizes  all  periods  of  employment  with 
various  employers.   See  also:   Vesting. 


POSTPONED  (LATE)  RETIREMENT  -  Retirement  of  a  member  later  than  the  time 
prescribed  for  normal  retirement. 


PRESENT  VALUE  -  Amount  of  money  v^iich,  if  invested  today  at  a  given  rate 
of  compound  interest  would  provide  a  defined  benefit  commencing  at  a 
specified  future  date. 


PRIORITIES  (PLAN  TERMINATION)  -  A  set  of  rules,  in  an  employment  pension 
plan  or  legislation,  under  which  the  assets  of  a  plan  that  is  discon- 
tinued are  allocated  among  members  and  beneficiaries  to  provide  as  far 
as  possible  for  all  accrued  benefits. 


PRIVATE  PENSION  PLAN  -  See  Employment  pension  plan. 


PRIVATE  SECTOR  PLAN  -  An  employment  pension  plan  offered  by  an  employer 
or  by  employers  and  unions  (multi-employer  plan)  in  the  private 
sector. 


PROFIT  SHARING  PENSION  PLAN  (PSPP)  -  Type  of  plan  defined  in  the  Income 
Tax  Act:  money-purchase,  with  employer's  contribution  expressed  as  a 
share  of  profits  but  subject  to  a  minimum  annual  amount  equal  to  1  per 
cent  of  member's  earnings.  See  also:  Defined  contribution  plan; 
Deferred  profit  sharing  plan;  Employees  profit  sharing  plan. 


PROVINCIAL  UNIVERSAL  RETIREMENT  SYSTEM  (PURS)  -  Mandatory  pension 
plan  to  be  provided  by  all  employers,  as  recommended  in  this  report 
(Volume  II,  Chapter  12). 
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PROVISIONALLY  FUNDED  -  In  pension  benefits  legislation,  term  used  to 
describe  a  pension  plan  that  is  not  fully  funded  but  is  "solvent"  - 
i.e.,  current  service  costs  are  being  met  year  by  year,  and  special 
payments  are  being  made  to  amortize  all  unfunded  liabilities. 


PUBLIC  PENSION  PROGRAM  (PLAN)  -  Also  referred  to  as  "government  pro- 
gram." A  legislative  program  providing  pension  benefits  from  the 
government  in  its  role  as  a  government  rather  than  its  role  as  an 
employer;  e.g..  Old  Age  Security,  Canada  Pension  Plan.  To  be  dis- 
tinguished from  Public  sector  plan. 


PUBLIC  SECTOR  PLAN  -  An  employment  pension  plan  offered  by  an  employer 
in  the  public  sector,  covering  civil  servants,  teachers,  municipal 
employees,  etc.  (As  used  in  Volumes  VI  and  VII,  term  refers  to  such 
plans  in  Ontario  only) .  Not  to  be  confused  with  Public  pension 
program. 


REGISTERED  PENSION  PLAN  -  An  employment  pension  plan  accepted  for 
registration  for  tax  purposes  under  the  Income  Tax  Act,  and/or  for 
registration  under  applicable  pension  benefits  legislation. 


REGISTERED  RETIREMENT  INCOME  FUND  (RRIF)  -  Form  of  investment  vehicle 
permitted  under  the  Income  Tax  Act  for  funds  an  individual  has  accumu- 
lated in  a  Registered  Retirement  Savings  Plan  that  has  "matured." 


REGISTERED  RETIREMENT  SAVINGS  PLAN  (RRSP)  -  A  personal  retirement  sav- 
ings plan,  defined  in  the  Income  Tax  Act,  under  which  tax  is  deferred 
on  contributions  and  investment  income  until  received  as  annuity 
payments. 


REMARRIAGE  CLAUSE  -  Provision  for  a  surviving  spouse's  pension  to  be 
discontinued  if  he  or  she  remarries;  may  include  provision  for  renewal 
of  payments  if  that  marriage  is  later  terminated. 


REPLACEMENT  INCOME  -  Regular  payments  (e.g.,  a  pension)  from  a  program 
whose  purpose  is  to  replace  income  which  the  individual  previously 
obtained  from  employment.   See:   Net  replacement  ratio. 


RETIRED  LIVES  FUND  -  In  a  trusteed  pension  plan,  a  segregated  group  of 
assets  representing  the  value  of  all  benefits  for  those  who  have 
retired  under  the  plan;  excess  earnings  of  these  assets  may  be  avail- 
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able    to    increase    the    amounts   of   monthly    pension    payable.       See    also: 
Participating  annuity. 


RETIREMENT  -  Withdrawal  from  the  active  work-force  because  of  age;  may 
also  be  used  in  the  sense  of  permanent  withdrawal  from  the  labour 
force    for    any   reason,    including    disability. 


RETIREMENT  INCOME  -  Income  from  pensions  and  other  sources,  to  which 
a  retired  person  is  entitled.  Term  may  include  both  private  and 
public  pension  payments,  income  from  personal  savings,  government 
income  supplements,  and  imputed  income  (e.g.,  free  health  insurance 
premiums) . 


RETIREMENT  TEST  -  Under  a  government  program  or  employment  pension  plan, 
a  method  of  determining  that  a  person  has  actually  left  the  labour 
force   and    so    qualifies    for    a    specified   pension   or    supplement. 


RETURN   OF    CONTRIBUTIONS    -  See    Cash   withdrawal. 


SALARY  SCALE  -  In  pension  costing,  an  estimate  of  future  increases 
in  wages  and  salaries  of  plan  members  whose  benefits  are  based  on 
earnings. 


SEGREGATED  FUND  -  Assets  of  a  pension  plan  held  by  an  insurance  company 
for  investment  management  only;  funds  are  segregated  from  assets  of 
the  insurance  company,  and  principal  and  interest  are  not  guaranteed. 
To  be  distinguished  from  Insured  pension  plan  and  Deposit  adminis- 
tration.      See    also:      Trusteed  pension   plan. 


SELF-ADMINISTERED  PLAN   -  See   Trusteed  pension  plan. 


SINGLE  PREMIUM  FUNDING  -  Funding  method  in  which  current  service  cost  is 
the  present  value  of  benefits  provided  under  the  plan  for  service 
during  the  current  year.  To  be  distinguished  from  Level  premium 
funding.      See    also:      Current    service    cost. 


SOCIAL  SECURITY  -  Term  used  to  refer  to  a  system  of  government  programs 
providing  for  income  security  of  individuals,  especially  the  aged, 
disabled,  etc.  In  Canada,  the  term  as  applied  to  the  elderly  usually 
includes   Old  Age   Security,     income    supplements    (federal    and    provin- 
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cial),    the    Canada    and   Quebec   Pension  Plans;    may    include    other    income 
support  programs. 


SOLVENCY    -  In    a  pension  plan,    the   ability  of    the   plan    to  meet    its    pres- 
ent  and    future   obligations;    the    adequacy   of   provisions    for    funding. 


SPECIAL  RETIREMENT  -  Term  used  in  some  pension  plans  for  conditions 
under  which  an  employee  may  retire,  usually  with  a  normal  pension,  in 
certain  exceptional  circumstances,  e.g.,  job  redundancy.  Term  may  be 
used  in  the  broader  sense  of  any  provision  for  retirement  on  a  normal 
(unreduced)    pension  earlier    than   normal    retirement  age. 


SPLIT  FUNDING  -  Practice  whereby  a  non-insured  pension  plan  purchases  an 
annuity  (i.e.,  an  insured  benefit)  for  each  member  at  the  time  of 
retirement,  instead  of  malting  monthly  payments  directly  from  the 
pension   fund. 


SPOUSE'S  ALLOWANCE  -  Under  the  Old  Age  Security  Act,  a  monthly  payment, 
based  on  family  income,  payable  to  the  spouse  aged  60  to  65  of  an  OAS 
pensioner.  See  also:  Old  Age  Security;  Guaranteed  Income  Supplement; 
Guaranteed  Annual   Income   System    (GAINS);    Income   test. 


STACKING  -  Term  sometimes  used  for  a  pension  design  in  which  there 
is  no  integration:  that  is,  plan  contributions  and  benefits  are  not 
related    to    those    in    any    government   pension   program.       See    Integration. 


STEP-RATE  INTEGRATION  -  Provision  in  a  pension  plan  for  different  rates 
of  contributions  and  benefit  accrual  in  respect  of  an  anployee's  earn- 
ings below  and  above  the  YMPE  (earnings  ceiling)  of  the  Canada/Quebec 
Pension   Plan. 


STRAIGHT  LIFE  ANNUITY  -  An  annuity  which  is  payable  only  during  the 
lifetime  of  the  annuitant;  i.e.,  is  not  guaranteed  to  be  paid  for  a 
minimum  period  and  no  part  of  vrfiich  is  payable  to  another  person  after 
the    annuitant's    death.      See    also:      Optional    form  of   benefit. 


SURVIVING  SPOUSE'S  PENSION  -  A  monthly  benefit  payable  under  a  pension 
plan  to  the  surviving  spouse  of  a  deceased  employee  or  pensioner; 
usually  refers  to  a  benefit  other  than  payments  under  a  guaranteed 
annuity   or    joint   and    survivor    annuity. 
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SURVIVOR  BENEFIT  -  Generally,  any  benefit  payable  under  a  pension  plan 
to  the  surviving  spouse  or  dependent  of  a  plan  member  who  dies  before 
or  after  retirement.  See  also:  Surviving  spouse's  pension;  Guaran- 
teed  annuity;    Joint   and   survivor   annuity;    Death   benefit. 


TAX-BACK  -  Term  commonly  used  for  a  reduction  in  amount  of  a  person's 
income  supplement  because  of  income  (of  the  individual  or  family)  from 
other    sources. 


TAX  CREDIT  -  Provision  for  a  reduction  of  income  tax  payable  (not  a 
deduction  from  taxable  income)  by  an  amount  of  other  taxes  payable  or 
a  portion  of  housing  or  other  expenses  of  the  taxpayer;  e.g.,  Ontario 
Tax  Credits.  Tax  credit  is  said  to  be  "refundable"  if  it  is  payable 
to    a  person   with   no    taxable    income. 


TAX-DEDUCTIBLE  -  Refers  to  a  type  or  amount  of  income  which  may  be 
deducted  from  a  person's  total  income  in  computing  net  or  taxable 
income;  e.g.,  registered  pension  plan  contributions;  pension  income 
(up   to   $1,000  per   year).      See    also:      Tax   credit. 


TAX  DEFERRAL  -  Provision  in  the  Income  Tax  Act  whereby  certain  pension 
and  similar  contributions  are  tax-deductible  and  employer  contri- 
butions and  investment  income  are  not  included  in  a  member's  current 
taxable  income;  but  benefit  payments  are  considered  income  for  tax 
purposes    in    the    year    in   which    they   are   received. 


TAX  SHELTER  -  Generally,  any  savings  arrangement  entitled  to  tax  de- 
ferral and  therefore  involving  the  probability  that  payments  when 
received  by  the  individual  will  be  taxable  at  a  lower  rate  than  would 
apply   in    the    year    the    income    was    first    received    or    credited. 


TERM    CERTAIN    ANNUITY    -  See   Guaranteed   annuity. 


TERMINAL  FUNDING  -  Method  of  funding  whereby  monies  required  to  provide 
a  member's  pension  are  paid  into  the  fund  or  used  to  purchase  an 
annuity  only  at  the  time  of  retirement,  and  not  regularly  over  the 
period  of  employment.  (This  method  is  not  permitted  under  pension 
benefits    legislation.) 


TERMINATION    OF    EMPLOYMENT    -  Severance    of    the    employment    relationship    for 
any   reason   other    than    death   or    retirement. 
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TERMINATION  RATES  -  In  pension  costing,  the  observed  or  estimated 
rate  of  termination  of  employment  for  reasons  other  than  death  and 
retirement. 


TRUST  AGREEMENT    (OR    DEED)    -   An    agreement    setting    out    the    duties    and 
responsibilities   of   a   trustee   or    trustees   under   a  pension  plan. 


TRUSTEED  PENSION  PLAN  -  An  employment  pension  plan  whose  funds  are  held 
and  invested  by  trustees,  and  the  plan  sponsor  is  responsible  for 
making  sufficient  contributions  to  maintain  the  plan's  solvency. 
Benefits  are  not  insured  except  to  the  extent  annuities  are  purchased 
(see    Split    funding) . 


TURNOVER  -  See   Termination  of   employment. 


TURNOVER    RATES    -  See   Termination   rates. 


UNDERWRITER  -  Anyone  who  undertakes  to  provide  future  payments  (e.g., 
pensions)  in  certain  specified  circumstances,  in  return  for  premiums 
paid  by  or  on  behalf  of  those  who  may  become  entitled  to  benefits; 
usually  refers    to   an    insurance   company.      See    Insured  pension  plan. 


UNFUNDED  LIABILITY  (UNFUNDED  ACTUARIAL  LIABILITY)  -  Generally,  any 
amount  by  v^^ich  the  assets  of  a  pension  plan  are  less  than  its  lia- 
bilities. An  initial  unfunded  liability  exists  when  benefits  are 
created  in  respect  of  prior  service  (e.g.)  and  not  provided  for  in 
current  service  contributions.  See  also:  Experience  deficiency; 
Funding. 


UNION  PENSION  PLAN  -  Plan  sponsored  by  a  trade  union;  usually  refers  to 
a  dues-paid  plan  (see  definition)  but  may  mean  a  plan  financed  by 
employer    contributions    (see    Multi-employer  plan). 


UNISEX  MORTALITY   TABLE    -   See    Mortality   table. 


UNIT    BENEFIT    FORMULA    -  Any   defined    benefit    formula    providing    a    benefit 
credit    expressed    as   a   percentage   of   a   member's    earnings    for    each    year 
of    service.       (To   be    distinguished    from    flat    benefit    formula).       See: 
Best   earnings    formula;    Career   average    formula;    Final   average    formula; 
Final   earnings    formula. 


245 


UPDATING  (BENEFITS)  -  Term  applied  to  the  occasional  review  and  increase 
of  accrued  benefits  to  reflect  rising  wage  levels  vAiere  the  plan  does 
not   provide    for    automatic    improvement   as    in    a   final    average    formula. 


VALUATION    -  See    Actuarial   valuation. 


VARIABLE  ANNUITY  -  A  pension  v*iose  amount  varies  according  to  the  market 
value  of  the  fund,  usually  invested  in  common  stocks.  In  theory,  this 
feature  may  compensate   the   retiree   for   the   effects  of   inflation. 


VESTING  -  The  right  of  an  employee,  on  termination  of  employment,  to 
part  or  all  of  his  or  her  accrued  pension;  usually  requires  locking-in 
of  employee's  contributions.  Vesting  is  usually  in  the  form  of  a 
deferred  annuity  commencing  at  retirement  age.  Vesting  is  said 
to  be  contingent  or  conditional  if  employee  has  the  option  of  cash 
withdrawal.  Statutory  vesting  occurs  when  employee  meets  the  age 
and/ or  service  conditions  set  out  in  pension  benefits  legislation  (in 
Ontario  currently,  age  45  and  10  years'  service  or  plan  membership) 
and  applies  to  benefits  accrued  after  a  specified  date  (Jan.  1,  196  5 
in  Ontario)  .  Cash  vesting  is  a  return  of  both  employer  and  employee 
contributions   if  not   restricted   by   statutory  vesting. 


VOLUNTARY    ADDITIONAL    CONTRIBUTIONS        -       See     Additional    voluntary 
contributions . 


WAGE    INDEXING   -  A   method    of    indexing  based    on   movements    in    average   wages 
and    salaries. 


WAITING   PERIOD   -  Period   of    service   with   an    employer    before    an    employee 
fulfils   eligibility  requirements    for  membership   in   a  pension  plan. 


WIDOW'S    PENSION   -  See   Surviving  spouse's   pension. 


WINDING-UP    (OR  WIND-UP)    -  See  Plan  termination. 


WITHDRAWAL   RATES    -   See    Termination    rates. 
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YEAR'S  MAXIMUM  PENSIONABLE  EARNINGS  (YMPE)  -  Term  used  in  Canada  Pension 
Plan,  often  referred  to  as  the  earnings  ceiling:  the  maximum  amount 
of  annual  earnings  from  employment  on  which  CPP  contributions  and 
benefits  are  calculated.  YMPE  is  changed  each  year  according  to  a 
formula  based  on  average  wage  levels. 
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